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P.TyFAC^ 

Several  years  of  experience  in  the  actual  teaching  of  account- 
ing fundamentals  to  college  students  nave  convinced  tne  writer  that 
although  there  are  in  existence  excellent  text  books  of  accounting, 
most  of  them  are  either  of  the  graduate  scnool  type  or  of  tne  nigh 
school  type.  ?'any  text  books  which  could  be  used  for  general  pur- 
poses are  somewhat  confusing  to  beginning  students,  mostly  oecause 
they  cover  too  many  conflicting  methods  at  tne  same  time  with  the 
expectation  that  students  will  be  able  to  discriminate  and  select 
the  more  appropriate  methods  under  given  circumstances.  Tnis,  it 
is  believed,  snould  be  deferred  until  students  have  at  lec?st  a fair 
grasp  of  the  fundamentals.  The  present  volume  has  been  written 
with  an  earnest  desire  to  remove  or  mitigate  some  of  the  difficul- 
ties which  are  often  encountered  in  tne  teaching  of  elementary  ac- 
counting. 

ilo  definite  pedagogical  principles  have  been  followed  in  writ- 
ing tnis  book.  The  author  has  found  that  students  are  usually  able 
to  follow  tne  principles  more  closely  and  with  some  interest  if  the 
work  is  of  a practical  nature.  For  this  reason,  many  of  the  exam- 
ples here  are  given  substantially  as  they  arose  in  the  writer’s 
experience. 

In  addition  to  specific  illustrations  on  tne  principles  as  they 
are  evolved,  a comprehensive  problem  and  solution  is  presented  at 
the  end  of  each  chapter  (except  Chapters  I and  XVII)  in  order  to 
review  and  consolidate  the  fundamental  principles  discu33ed  in  tne 

chapter. 

laboratory  and  discussion  material. i3  given  at  tne  end  of  the 
volume.  This  working  material  cannot  be  mastered  in  one  year’s 
work  but  the  reason  for  giving  abundant  material  is  that  about  one 
half  of  the  material  can  be  covered  in  one  year  and  the  other  half, 
in  the  following  year.  This  will  tend  to  prevent  Hackneyed  lectures 
and  will  provide  new  material  each  year. 

Tne  subject  matter  in  the  present  volume  usually  cannot  oe  mas- 
tered, as  found  oy  the  author,  in  one  year  where  the  purpose  of  tne 
course  is  to  learn  the  principles  as  well  a3  their  application  to 
specific  problems,  unless  in  a course  of  tnirty  five  weeKs  with  an 
average  of  six  hours  per  eek.  Of  course  if  tne  purpose  of  the 
course  is  only  to  enable  the  students  to  learn  the  principles  gener- 
ally without  regard  to  tieir  application  in  specific  cases,  tie  sub- 
ject matter  may  be  covered  in  a regular  one  year  course. 
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FOUNDATION  OF  ACCOUNTING 
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ACCOUNTING  mu 


1,  "Compass"  of  Business  Management, 

To  the  management  of  a business  enterprise,  accounting  is  as 
indispensable  as  the  compass  to  the  captain  of  a ship  and  with  the 
growth  in  size  in  individual  concerns,  it  will  be  increasingly  more 
so  in  the  future.  The  steering  or  conducting  of  an  industry  is 
essentially  like  the  steering  or  guiding  of  a ship,  A capable 
management  will  generally  be  able  to  meet  the  downward  trend  of  the 
business  cycle  with  predetermined  knowledge  and  confidence  just  as 
a capable  captain  will  be  able  to  foresee  the  storm  and  conquer  it 
without  fear,  provided  the  proper  instruments  and  tools  are  ready 
and  available  to  give  them  the  desired  information.  Although  most 
managers  and  executives  seem  to  be  agreed  on  this  point,  there  are 
some  managers  v*ho  strongly  disagree  and  insist  that  "luck"  is  largely 
responsible  for  the  success  or  failure  of  a business  enterprise. 

One  of  the  most  noted  examples  offered  by  this  type  of  manager, 
as  an  argument  to  prove  his  view,  is  that  the  sales  price  of 
-commodities  sold  is  determined  largely  by  the  "market", and  therefore 
the  determining  or  finding  the  cost  of  manufacturing  and/or  selling 
the  product  is  unnecessary  and  superfluous.  Experiences  of  this 
sort  are  familiar  to  every  practicing  accountant. 

It  would  be  well  to  admit  frankly  at  the  outset  that  nothing 
can  or  will  ever  replace  good  judgment  on  the  part  of  the  manage- 
ment. All  the  possible  records  and  information  will  not  avail  the 
concern  much,  unless  the  management  of  a business  can  exercise  good 
-judgment  in  devising  policies  and  reaching  sound  conclusions.  How- 
ever, in  order  to  be  able  to  reach  sound  decisions,  the  management 
needs  accurate  records  and  reliable  information.  The  best  w ay  to 
-obtain  this  information,  at  least  in  so  far  as  financial,  cost, am 
operating  data  are  concerned,  is  to  have  a set  of  records  so  kept 
that  it  will  clearly  set  and  define  the  res  onsibilities  of  every 
officer  and  employee  of  the  concern  in  question. 

2.  Fundamental  Questions  which  Accounting  should  Answer. 

Plans  can  be  made  and  policies  devised  more  easily  and  accurately 
when  the  management  of  a business  can  answer  the  following  questions 
monthly  and  perhaps  more  often  whenever  deemed  desirable: 

1.  t.hat  is  the  financial  condition  or  status  of  the  concern  at 
the  present  time? 

2.  How  does  the  present  condition  or  status  of  the  concern 
compare  with  the  financial  condition  of  last  month,  last  year,  or 
five  years  ago? 

3.  ».hat  are  the  causes  or  elements  which  were  responsible  for 
the  changes? 
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3.  Present  Status  of  Concern* 

rith  a good  set  of  records  in  use,  the  status  or  financial 
condition  of  a concern  can  be  determined  fairly  accurately  and  with 
little  or  no  trouble.  Thi3  can  be  done  by  preparing,  as  of  the 
date  the  condition  is  to  be  determined,  a li3t  of  all  the  property 
items  which  are  owned  by  the  concern  by  general  or  special  titles, 
'here  the  concern  possesses  the  "property  in  the  goods”  or  the 
general  title  absolute  in  form,  no  question  arises  in  the  mind  of 
the  owners  or  managers  of  a concern  of  the  propriety  of  including 
them  in  the  list  of  properties.  But  much  of  the  property  in  the 
possession  of  certain  concerns  today  is  not  legally  owned  by  it. 

n example  of  tnis  is  the  case  of  property  purchased  on  the  so 
called  installment  or  conditional  sale  plan* 

The  writer  has  had  several  experiences  of  this  3ort  especially 
in  connection  with  small  businesses.  The  owners  in  each  of  these 
cases  invariably  advanced  the  argument  that  in  installment  sales, 
the  title  to  the  goods  does  not  pass  to  the  purchaser  until  the 
purchase  price  is  fully  paid.  Legally,  this  is  true.  Although 
the  argument  may  3eem  plausible  at  first,  the  fallacy  of  this  is 
shown  by  the  fact  that  these  same  persons  would  exclude  the  amount 
owed  on  the  property  in  question.  Their  theory  is  that  if  they  did 
not  pay,  all  the  seller  could  do  is  to  retake  possession  of  the 
property  in  accordance  with  the  terms  of  sales.  From  a sound 
business  point  of  view,  however,  the  property  should  be  listed  as 
belonging  to  the  concern.  Any  claim  on  such  property  or  against 
the  firm  should  be  3hown  separately  as  payables. 

A list  of  claims  both  actual  and  contingent  against  the  concern 
or  on  the  properties  of  the  concern  is  prepared  next. 

Lastly,  by  deducting  the  total  claims  from  the  total  properties, 
the  residual  or  ownership  claims  are  determined.  This  residual 
represents  the  aggregate  worth  of  the  owners,  If  properly  segregated, 
the  interest  of  each  cla3s  of  owners  will  be  shown  clearly.  very 
careful  analysis  is  required  in  the  showing  of  this  residual  worth 
for  the  different  units  of  organizati ons--Sole  proprietorship,  part- 
nership, and  corporation. 

4.  .rast  Status  of  Concern. 

If  the  records  and  statements  of  a concern  are  properly  preserved, 
it  will  always  have  available  statements  of  properties,  claims,  and 
equities  or  ownership.  Past  records  and  statements  are  regarded  by 
some  business  men  a3  past  history  and  valueless  for  present  or  future 
uses.  The  writer,  however,  is  of  the  opinion  that  past  records  and 
information  make  up  the  very  foundation  in  the  determining  and  de- 
vising business  policies  for  the  oest  management  of  the  concern. 

5.  Comparison  of  .resent  with  Past  Status. 

In  order  to  measure  the  accomplishments  or  progress  of  a business 
enterprise,  a comparison  is  necessary.  The  status  or  financial 
position  of  a concern  at  a particular  time  must  be  compared  with 
that  of  some  other  particular  time  or  date.  If  the  condition  at  the 
latter  date  is  financially  better  than  that  of  a former  date,  it  can 
be  said  that  tae  concern  has  shown  progress  or  profit.  rom  a 
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business  point  of  view,  the  progress  of  a concern  is  measured  by 
the  profit  in  dollars  and  cents  that  it  earns. 

The  amount  earned  is  determined  by  the  increase  in  residual 
value  of  the  owners  of  the  concer.  Before  this  increase  can  be 
relied  upon,  however,  certain  proportions  and  relationships  must 
be  maintained  among  the  properties  and  claims.  For  example,  a 
concern  may  have  too  much  money  tied  up  in  accounts  due  from 
customers,  in  merchandise,  or  fixed  properties  such  a3  plants  and 
buildings.  As  an  instance,  it  can  be  noted  that  many  candy  manu- 
facturers in  this  country  had  very  large  amounts  invested  in  sugar 
in  1020  and  because  of  the  drastic  drop  in  price  from  .216  cents 
in  the  first  half  of  the  year  to  .046  cents  in  December  1920,  some 
were  forced  into  bankruptcy  while  others  have  not  wholly  recovered 
from  its  effects  as  yet.  For  this  reason,  relationships  existing 
among  the  different  kinds  of  properties  snould  never  be  overlooked. 
Faper  or  book  profits  have  often  turned  into  actual  losses  es- 
pecially in  depression  periods. 

Here  it  may  be  mentioned  that  the  comparison  must  be  extended 
outside  the  concern  which  is  being  analyzed.  A comparison  within 
the  concern  itself  may  show  that  a profit  was  earned,  but  if  it  is 
compared  with  that  line  of  business  as  a whole,  it  may  show  that 
the  concern  in  question  did  not  earn  even  a fair  return  or.  its 
investment . 

6.  The  Fiscal  eriod. 

Rvery  concern  must  prepare  some  financial  statements  and  com- 
pare its  financial  condition  periodically.  Some  concerns  prepare 
their  statements  once  each  year,  others  each  six  months,  while 
others,  every  three  or  even  every  month.  Regardless  of  how  frequent- 
ly a concern  may  prepare  it3  statement,  each  concern  should  determine 
the  ,:best"time  to  close  its  year.  To  date,  thi3  has  been  sname- 
fully  neglected.  December  31  is  not  necessarily  tae  best  time  to 
close  the  year.  Hach  concern  must  determine  its  own  business  year 
irrespective  of  the  calendar  year.  Generally,  the  oest  time  to 
close  the  year  i3  when  its  investments  in  merchandise  and  the  curr- 
ent claims  or  obligations  reach  the  lowest  possible  point. 

Serious  consideration  must  also  be  given  to  the  feasibility  of 
operating  the  concern  on  a thirteen  month  basis.  Under  the  present 
calendar  month  basis,  there  nay  be  a discrepancy  of  more  than  ten 
percent  in  comparing  the  number  of  working  days  in  one  month  with 
tuose  of  another  month.  Comparisons  under  the  thirteen  periods 
basis  are  fairly  reliable  and  accurate.  Therefore  unless  extreme 
care  is  used  in  making  comparisons,  the  results  may  be  grossly 
misleading  and  unreliable. 

7.  Elements  which  Show  Changes. 

A knowledge  of  the  profit  or  loss  of  a concern  is  not  enough. 

Too  many  of  the  smaller  concerns  are  contended  with  just  a rough 
idea  of  the  amount  earned  or  lost  each  period. 

Before  the  management  can  operate  and  control  the  business 
effectively,  it  should  have  an  exact  konwledge  of  the  elements 
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whioh  bring  about  the  changes.  Accurate  information  of  sales, 
purchases,  and  expenses  in  more  or  less  detail  must  be  provided 
for  the  management  not  only  at  the  end  of  each  month,  but  often 

- daily;  and  compared  with  predetermined  standards  and  accomplishments. 
Valuable  information  can  be  obtained  by  a comparison  of  sales, 

—purchases,  and  expenses.  A good  mans gement^ how ever,  should  operate 
its  business  according  to  a predetermined  plan  which  should  be 
definite  but  flexible  to  meet  changing  conditions  which  are  beyond 
the  control  of  the  management. 

8.  Comparison  of  Changes. 

— A knowledge  of  the  amount  of  profit  or  loss^or  even  a comparison 
with  the  profit  or  loss  of  a past  period  will  have  little  value 
from  the  point  of  view  of  the  management.  The  greatest  value  will 
be  obtained  from  comparisons  when  presented  in  proper  detail. 

Sales,  purchases,  and  expenses  should  he  classified  and  later  com- 
pared. This  comparison  will  reveal  the  profitable  and  unprofitable 
lines  of  products. 

A comparison  of  sales  by  classes  or  departments  will  reveal 
any  unprofitable  items  which  in  the  absence  of  proper  comparison 
will  be  covered  by  the  more  profitable  lines  or  departments,  when- 
ever the  profit  on  different  lines  of  goods  is  either  too  high  or 
too  l>w,  the  concern  will  generally  lose  in  the  long  run.  If  the 
profit  is  too  high,  more  capital  will  be  invested  to  produce  and/ 
or  sell  the  more  profitable  lines,  thereby  increasing  competition 
and  eventually  reduce  or  wipe  out  the  profit.  On  the  other  hand 
if  the  profit  is  too  low,  the  return  on  the  investment  of  the 
owners  will  be  inadequate  and  in  the  long  run  it  may  actually  cause 
a serious  and  irreparable  loss. 

9.  Analysis  and  Interpretation  of  Changes. 

Operating  and  financial  changes  must  be  analyzed  by  elements 
and  reduced  to  percentages.  Unless  this  is  done,  the  management 

- might  be  mislead  by  the  analysts.  A few  examples  will  make  the 
point  clear.  Cash  might  have  increased  but  liabilities  or  obliga- 
tions might  have  increased  more,  so  that  the  proportion  of  cash 
available  to  pay  the  obligations  is  actually  less  than  in  the  prior 
period.  The  merchandise  on  hand  may  be  lower  but  a comparison  with 
sales,  cost  of  sales,  and  merchandise  on  hand  at  the  last  period 
may  reveal  that  the  proportion  has  increased.  Sales  may  show  an 
increase,  but  a comparison  with  the  cost  of  those  3ales  may  show 
that  the  cost  has  increased  proportionally  more,  thereby  decreasing 
the  margin  of  profit.  A salesman  might  show  larger  volume  of  sales 
with  a proportionally  greater  increase  in  expense  and  a correspond- 
ing deorease  in  profit.  The  sales  in  dollars  may  be  larger  while 
the  sales  in  units  or  quantities  may  be  smaller. 

The  work  required  for  the  preparation  of  a reliable  and  useful 

— analysis  increases  or  decreases  in  direct  proportion  with  the  effect- 
iveness of  the  system  of  accounts  in  use  by  each  individual  concern. 
Therefore  a high  degree  of  care  must  be  exercised  in  devising  an 
accounting  system  which  will  simplify  com  arisons  and  analyses  at 
the  end  of  each  business  period. 
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To  summarize,  the  three  fundamental  questions  heretofore 
presented  will  be  answered  by: 

1.  Balance  Sheet 

2.  Comparative  Balance  Sheet 

3.  Profit  and  Loss  statement 

4.  Comparative  Profit  and  Loss  Statement 

The  remaining  chapters  will  endeavor  to  answer  the  questions 
in  considerable  detail. 


CHAPTER  II 
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BALANCE  SHEET 

1.  Preparation  of  statement. 

A balance  sheet,  to  use  the  term  somewhat  loosely  at  first,  may 
be  prepared  from  a so  called  double  entry  system  of  accounts  or  set 
of  books,  an  incomplete  or  single  entry  set  of  books,  or  from  other 
records  and  memoranda.  ..hen  the  statement  is  prepared  from  a double 
entry  set  of  books,  its  preparation  is  fairly  simple,  because  its 
fundamental  structure  rests  on  a basic  equation.  This  equation  is 
generally  stated  thus  - Assets  equal  Liabilities  plus  Net  Worth,  or 
Properties  equal  Obligations  plus  Equities. 

If  the  statement  is  prepared  from  other  than  a double  entry  set 
of  books,  the  problem  is  more  complicated  and  the  result  perhaps  not 
so  accurate.  Briefly,  the  reason  for  that,  in  a complete  or  double 
entry  set  of  books,  an  accurate  record  is  kept  of  all  values,  while 
in  an  incomplete  set  of  books,  only  the  values  in  which  the  concern 
is  most  interested  are  kept.  Here,  the  statement  can  be  prepared  only 
after  a thorough  search  and  appraisal  of  all  the  properties  which  be- 
long to  the  concern.  The  basic  equation  of  the  statement  prepared 
under  these  circumstances  may  be  stated  - Properties  minus  Obligations 
equal  Net  Worth.  As  omissions  are  very  difficult  to  discover  in  the 
latter  case,  most  concerns  have  abandoned  the  single  entry  system  of 
keeping  books. 

2.  Titles. 

Balance  sheet  titles,  like  most  of  the  other  business  terms,  are 
far  from  uniform.  Some  progress,  however,  has  been  made  in  recent 
years  especially  by  trade  and  professional  associations.  The  more 
generally  used  titles  are:- 

1.  Balance  Sheet 

2.  Statement  of  Assets  and  Liabilities 

3.  Statement  of  Resources  and  Liabilities 

4.  Financial  Statement 

5.  Statement  of  Condition 

The  argument  usually  advanced  in  connection  with  Balance  Sheet 
is  that  this  title  should  be  used  only  if  it  is  prepared  from  a double 
entry  set  of  books.  The  other  titles,  it  is  contended,  may  be  used 
in  all  cases  but  they  are  more  appropriately  used  in  connection  with 
single  entry  systems.  From  a technical  point  of  view,  an  objection 
may  be  raised  against  the  use  of  "Statement  of  Condition"  because  it 
has  been  used  in  connection  with  the  statement  of  an  insolvent  concern. 

In  this  work,  however,  the  title  Balance  Sheet  will  be  used  in  all 
cases  because,  the  differences  of  opinion  are  disappearing,  and  in 
practice  it  is  the  most  widely  used.  Regardless  of  titles,  the  pur- 
pose of  the  statement  is  to  show  the  financial  condition  of  the  concern 
at  a particular  date.  The  accuracy  of  this  condition  depends  largely 
on  the  experience,  judgment,  and  education  of  the 
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person  who  prepared  the  statement.  This  shows  then,  that  con- 
trary to  the  contention  of  some  business  men  and  accountants,  the 
balance  sheet  is  an  "expression  of  opinion”  rather  than  a "state- 
ment of  facts". 

3.  .Properties. 

The  first  group  or  class  of  items  which  appear  on  a balance 
sheet  are  the  properties  or  assets  classified,  according  to  the 
purpose  for  which  the  statement  is  being  prepared.  The  major 
-purposes  may  be  listed  as  follows 

1.  To  show  the  condition  of  the  concern 

2.  For  credit  purposes 

3.  Adjustments  between  partners 

4.  determination  of  fire  loss 

5.  To  float  a bond  issue 

6.  To  help  determine  the  selling  price  of  the 

business 

-r  Space  will  not  permit  us  vO  go  into  any  discussion  of  the 
above  purposes.  Suffice  to  say  that  the  classification  of  all 
the  items  in  the  balance  sheet  should  be  listed  according  to  the 
relationship  existing  among  them  and  presented  in  a manner  best 
suited  to  the  purpose  for  which  it  is  to  be  used.  Because  this 
work  is  concerned  more  with  the  fundamentals  applicable  to  the 
smaller  concerns,  the  classification  will  be  the  one  most  ividely 
used  for  this  class  of  concerns. 

For  business  purposes,  anything  that  has  value  for  a particular 
concern  should  be  shown  on  the  balance  sheet  under  the  appropriate 
asset  group.  As  an  example,  office  stationery  of  one  concern 
would  be  valueless  to  any  other  concern;  or  a plant  built  for  a 
particular  purpose  at  a cost  of  a million  dollars  would  hardly  be 
worth  more  than  its  scrap  or  junk  value  to  another  concern.  These 
assets,  or  course,  can  be  shown  on  the  balance  sheet  at  their 
full  value  only  when  the  business  is  taken  from  the  viewpoint  of  a 
"going  concern". 

4.  Claims. 

As  with  properties,  claims,  more  commonly  called  liabilities, 
are  classified  into  groups  and  should  correspond  in  order  to 
obtain  the  greatest  value  when  reading  the  balance  sheet,  sub- 
stantially to  that  used  for  the  assets.  Claims  may  be  generally 
divided  into  primary  or  outside  claims  and  secondary  or  residual 
claims. 

Under  primary  claims  are  snown  all  that  the  concern  owes.  The 
time  of  payment  is  immaterial.  Borne  liabilities  may  have  to  be 
paid  within  a few  days  while  others  may  not  mature  for  fifty  years 
or  more  as  in  case  of  roilroad  bonds.  Often  a concern  may  have  an 
obligation  which  is  unliquidated  or  uncertain  as  to  the  amount  and 
date  of  payment,  yet  good  accounting  practice  requires  that  it  be 
shown  at  the  best  estimate  possible.  Liabilities  may  even  be  so 
remote  or  contingent  that  the  concern  may  never  be  called  upon  to 
pay  them.  This  is  the  case  arising  when  the  concern  has  dis- 
counted its  customers’  notes.  In  such  cases  no  liability  will 
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ever  arise  so  lone  as  the  customers  pay  the  notes  at  maturity; 
but  if  they  should  fail  to  pay,  the  concern  discounting  suoh  notes 
will  have  to  pay  them  or  be  subject  itself  to  legal  action. 

Secondary  claims  will  be  discussed  in  the  next  section. 

5.  Equities. 

Secondary  claims  or  equities  represent  the  remaining  value  of 
the  assets  after  assets  equal  to  all  the  liabilities  have  been  set 
aside  or  reserved.  This  of  course  is  done  without  physical  separa- 
tion of  the  assets,  equities,  as  used  here,  refer  to  interest  of 
the  owners  of  the  business.  Owners  can  legally  make  no  claim 
against  the  assets  until  all  the  outside  claims  or  liabilities 
have  been  fully  met.  The  more  generally  used  term  is  "Net  Vorth". 

6.  Balance  Sheet  Equation. 

As  pointed  out  in  the  first  section  of  this  chapter,  the 
balance  sheet  is  based  on  the  equation: 

Assets  equal  Liabilities  plus  Net  »;orth,  or 
Assets  minus  Liabilities  equal  Net  .Vorth 

Thi3  equation  shows  that  the  total  claims  will  always  equal  the 
total  assets.  . hat ever  the  business  owns  is  owed  either  to  the 
owners,  creditors,  or  both.  In  the  case  of  actual  insolvency,  all 
the  assets  owned  by  the  concern  would  be  owed  to  creditors.  The 
liabilities  in  the  latter  case  equal  or  exceed  the  assets. 

Assuming  the  following  figures,  the  three  conditions  may  be 
illustrated. 

assets  *50,000  Claims  *50,000 

Case  1.  If  there  are  no  liabilities,  it  would  be  shown: 

Assets  *50,000  Net  ^orth  *50,000 

Case  2.  If  there  are  liabilities  amounting  in  all  to  *20,000, 
the  equation  may  appear: 

Assets  *50,000  Liabilities  *20,000 

Net  North  30,000 

Case  3.  If  the  liabilities  should  exceed  the  assets  by  *5,000, 
it  would  be  shown  as  follows: 

Assets  *50,000  Liabilities  *55,000 

Deficit  5,000 

v5'5.6'q6  JSs.obd 

In  the  last  case,  the  concern  is  not  owned  by  the  proprietors 
-but  it  is  owned  by  the  creditors., who  would  in  certain  cases  have  a 
claim  against  the  owners  for  the  *5,000. 
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7.  Current  Assets. 

The  asset  classification  which  will  be  used  for  present 
purposes  is  and  will  be  listed  in  the  following  or&er:- 


Current  assets  are  assets  or  properties  which  will,  in  the 
ordinary  course  of  business,  turn  into  cash  within  one  year. 

The  theory  back  of  this  definition  is  that  every  dollar  invested 
in  merchandise  must  turn  into  cash  again  within  one  year,  other- 
wise the  asset  should  not  be  listed  as  fixed  assets.  These  assets 
change  with  every  business  transaction  from  one  form  to  another 
until  they  return  into  their  original  form  - Cash.  They  con- 
stitute the  source  which  will  supply  the  concern  with  the  ordinary 
or  daily  cash  required  for  the  payment  of  current  expenses.  The 
more  common  of  these  are: 


Cash  includes  all  money  on  deposit  with  banks  or  other  agents, 
cash  owned  and  in  the  possession  of  the  concern,  checks  and  bank 
drafts,  and  any  other  equivalent  of  money.  Checks  are  bills  of 
exchange  which  have  been  received  by  the  concern  but  have  not 
been  deposited  as  yet.  If  the  checks  are  drawn  and  made  payable 
in  this  country  and  in  dollars,  banks  accept  them  on  deposit  as 
— - cash,  -hen  payable  in  other  countries,  banks  do  not  accept  them 
as  cash  deposits  and  should  therefore  be  excluded  from  the  cash 
item.  Bank  drafts  are  bank  checks  and  handled  as  ordinary  checks. 

Notes  receivable  are  written  promises  to  pay,  made  negotiable 
in  form.  In  order  to  be  negotiable  a note  must  meet  the  follow- 
ing requirements: 


1.  "It  must  be  in  writing  and  signed  by  the  ma  er  or 

drawer. 

2.  Must  contain  an  unconditional  promise  or  order  to 
pay  a sum  certain  in  money. 

3.  Must  be  payable  on  demand  or  at  a fixed  or  determinable 
future  time. 

4.  Must  be  payable  to  order  or  bearer. 

5.  here  the  instrument  is  addressed  to  a drawee  he  must 
be  named  or  otherwise  indicated  therein  with  reasonable 

certainty. " #r 


•^Negotiable  Instrument  Law  Lection  23,  Chapter  107,i:ass.0eneral  Laws. 


1.  Current  Assets 

2.  Fixed  Assets 

3.  Deferred  Charges 


1. 

2. 

3. 

4. 

5. 


Cash  on  hand  and  in  bank 
Notes  receivable 
Accounts  receivable 
Miscellaneous  receivables 
Merchandise  on  hand 
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Because  of  the  strict  requirements  of  the  law  under  which  notes 
and  drafts  are  drawn,  they  are  considered  better  assets  than  open 
accounts  with  customers.  If  they  are  payable  within  one  year,  they 
should  be  listed  immediately  following  the  cash  items.  This  point 
however  is  not  without  criticism.  Sometimes  notes  are  received  for 
past  due  accounts  and  not  for  current  sales.  In  such  cases,  the 
notes  are  no  better  than  the  past  due  accounts  and  invariably  are  of 
questionable  asset  value* 

Accounts  receivable  represent  oral  promises  to  pay  given  by 
customers  for  goods  purchased  by  them.  These  promises  may  be  ex- 
pressed or  implied.  In  spite  of  the  weakness  of  open  accounts,  they 
constitute  the  largest  single  factor  of  credit. 

The  weakness  of  the  open  account  lies  in  the  fact  that  oral 
promises  are  subject  to  abuses  and  disputes.  Unscrupulous  customers 
often  make  unjust  claims  in  order  to  obtain  allowances  or  reduction 
in  prices  long  after  the  goods  were  purchased  because  they  overstocked 
or  cannot  dispose  of  the  merchandise  at  profitable  prices.  Although 
not  free  from  unjust  claims,  notes  received  for  goods  sold  are  less 
subjeot  to  disputes  because  the  notes  bear  the  signature  of  the 
customers.  By  their  signatures  the  customers  acknowledge  the  amount 
due  as  stated  on  the  face  of  the  notes.  Customers*  accounts  cannot 
usually  be  easily  turned  into  cash  in  case  of  need,  therefore  they  are 
generally  listed  next  to  notes  receivable. 

Under  miscellaneous  receivables  are  included  items  due  the  con- 
cern from  miscellaneous  sources.  Items  due  from  customers  should  not 
be  included  herein.  The  more  common  are  interest  earned  on  notes  re- 
ceivable, rent  receivable,  and  other  items  which  have  been  earned 
from  outside  and  sundry  sources,  but  are  not  due  and  payable  at  the 
date  of  the  balance  sheet. 

Merchandise  on  hand,  generally  called  inventory,  constitutes  a 
substantial  part  of  the  current  assets.  All  goods  held  for  resale  are 
included  herein.  This  item  is  generally  the  last  one  in  the  current 
asset  group.  The  reason  for  this  is  that  it  will  usually  take  mer- 
chandise longer  than  any  other  item  in  this  group  to  turn  into  cash. 

8.  Fixed  Assets. 

The  term  here  should  not  be  taken  too  literally,  because  no 
asset  item  is  so  fixed  that  it  will  not  change  in  value.  Generally 
fixed  assets  are  defined  as  assets  which  will  not  in  the  ordinary 
course  of  business  turn  into  cash  within  one  year.  As  a general 
definition  it  is  fairly  reliable,  but  it  does  not  tell  the  truth. 
Practically  all  the  fixed  asset  items  change,  from  a business 
viewpoint,  in  value  from  period  to  period.  For  example,  buildings 
lose  in  value  through  wear  and  tear.  This  loss  in  value  turns 
into  current  assets  and  eventually  into  cash  which  will  enable  the 
concern  to  replace  the  buildings  at  the  end  of  their  useful  life. 

These  assets  may  really  be  called  long  time  deferred  charges  to 
operation.  Gradually  and  consistently  they  are  charged  to  opera- 
tion periodically  in  order  to  have  each  period  bear  a fair  propor- 
tion of  the  wear  and  tear  of  the  assets.  In  the  balance  sheet, 
they  are  listed  in  the  order  of  their  fixidity.  That  is,  the 
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assets  with  the  longest  life  is  listed  first  and  that  with  the 
shortest  life  last. 

The  assets  included  in  this  group  are: 

1.  Buildings  of  all  kinds 

2.  t'aohinery  of  every  description 

3.  equipment  such  as  - 

(a)  Office  equipment 

(b)  factory  equipment 
(o)  Delivery  equipment 

These  items  are  classed  as  fixed  assets  if  they  are  used  as  tools 
of  business.  But  if  they  are  kept  as  trading  merchandise,  they 
should,  of  course,  be  olassed  as  merchandise  on  hand  or  inventory 
and  cone  under  current  assets.  For  instance,  a builder  constructs 
plants  and  buildings,  a manufacturer  manufactures  machinery,  and 
an  equipment  dealer  keeps  equipment  for  sale  and  not  as  permanent 
tools  of  production  and  operation. 

Another  class  or  group  of  assets  which  is  sometimes  included 
with  fixed  assets  are  such  items  as  goodwill,  trademarks,  etc. 

In  certain  respects  these  items  are  more  fixed  than  those  named 
before,  but  while  their  value  is  so  indefinite  and  uncertain, 
they  should  be  listed  under  a separate  group  as  intangible  items. 

A detailed  discussion  of  these  items  come  more  properly  under 
advanced  accounting. 

9.  Deferred  Charges. 

Under  this  heading  is  listed  the  so  called  expense  inventory 
items  olassed  as  deferred  charges  for  balance  sheet  purposes. 
Deferred  charges  are  charges  whioh  will  benefit  the  future  opera- 
tion of  the  business.  Prepaid  items  and  inventories  of  various 
supplies  make  up  most  of  the  items  in  this  class.  The  more 
oommon  of  these  items  are: 

1.  Unexpired  insurance 

2.  Interest  prepaid 

3.  Rent  prepaid 

4.  Office  supplies  on  hand 

5.  Store  supplies  on  hand 

Unexpired  insurance  represents  insurance  premiums  which  apply 
to  the  future  operation  of  the  business.  Every  concern  is  insured 
at  least  against  fire  loss  and  liability  or  injury  to  employees. 
Insurance  policies  are  taken  out  for  one,  three,  and  five  years. 
The  most  usual  for  business  purposes,  is  the  one  year  policies. 
Assume  that  a policy  for  .£10,000  is  taken  out  and  a premium  of 
£200  is  paid  for  one  year  period.  The  *200  so  paid  protects  the 
concern  for  a period  of  twelve  months  irrespective  of  when  the 
financial  condition  of  the  business  in  question  is  determined. 

If  a balance  sheet  is  prepared  six  months  after  the  date  of  the 
polioy,  it  wo’ild  be  evident  that  only  six  months  of  the  premium 
are  consumed.  Therefore,  the  consumed  half., or  ylOOj should  be 
charged  to  operation  while  the  other  half * or  ^100^ should  be  listed 
as  a deferred  charge  in  the  balance  sheet.  In  other  words  this 
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unexpired  portion  has  a value  of  v100  for  business  purposes. 

Interest  prepaid  is  that  part  of  the  interest  paid  which  applies 
to  a future  period.  Practically  every  concern  discounts  notes  or 
other  commercial  papers  through  bankers  or  brokers  and  pays  in- 
terest in  advance.  This  interest  will  be  used  up  equally  day  by 
day  until  the  maturity  of  the  notes.  Therefore  for  financial 
purposes,  the  amount  not  used  up  at  the  date  of  the  balance  sheet 
is  listed  a deferred  charge. 

Rent  prepaid,  like  the  other  prepaid  items,  represents  the 
rent  paid  for  which  the  concern  has  not  received  any  value  as  yet. 

As  the  premises  is  used  day  after  day,  the  rent  paid  is  likewise 
proportionally  used.  The  unconsumed  value  is  an  asset  and  is  so 
listed  in  the  financial  statement. 

Office  supplies  on  hand  Include  such  items  as  letterheads, 
envelopes,  billheads,  postage  stamps,  etc.,  which  are  useful  to 
the  concern.  Money  paid  for  supplies  should  be  charged  to  the 
period  which  uses  such  supplies. 

Store  supplies  on  hand  include  paper  and  paper  bags,  thread 
and  twine  for  tying  bundles,  etc.  Often  large  amounts  of  supplies 
are  purchased  in  order  to  obtain  lower  prices;  therefore,  unless 
they  are  listed  as  assets,  the  financial  statement  would  be  grossly 
misleading,  especially  in  the  case  of  a small  concern. 

In  practice  the  assets  may  be  and  usually  are  subdivided  into 
eight  or  ten  groups  depending  on  the  kind  of  ooncern  and  the  purpose 
for  which  the  statement  is  prepared.  For  present  purposes,  however, 
the  three  groups,  current  assets,  fixed  assets,  and  deferred 
charges  are  deemed  satisfactory. 

10.  Current  Liabilities. 

The  liabilities  classification  will  follow  closely  that  of 
the  assets,  and  is  as  follows :- 


Outside  claims  may  be  divided  into  current  and  fixed  claims  or 
liabilities.  Current  liabilities  are  obligations  which  will  in 
the  ordinary  course  of  business,  mature  or  be  paid  within  one  year 
from  the  date  they  are  incurred.  The  more  common  items  classed  in 
this  heading  are: 


Notes  payable  will  be  taken  here  to  include  all  written 
promises  and  orders  to  pay  money  such  as  drafts,  trade  acceptances, 
etc.  Legally  they  are  all  governed  by  the  same  principles.  Notes 
payable  generally  mature  within  thirty  to  ninety  days.  For  business 
purposes,  they  should  be  divided  into: 


1. 

2. 

3. 


Current  Liabilities 
Fixed  Liabilities 
Deferred  Credits 


1.  Notes  payable 

2.  Accounts  payable 

3.  Miscellaneous  payahles 
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1.  Notes  given  to  banks,  brokers,  etc.,  for  money  borrowed. 

2.  Notes  given  to  business  creditors  for  merchandise 
purchased. 

In  the  operation  of  every  industry,  there  are  certain  times 
in  each  year  when  the  concern  needs  help  for  temporary  operation 
_ from  banks  and  brokers, chiefly  to  stock  up  for  the  busy  season. 

This  practice  is  sound  both  from  an  economic  and  individual  point 
of  view,  because  the  additional  capital  is  needed  for  only  a part 
—of  each  period  and  when  no  longer  required, it  will  be  released 
and  applied  to  other  profitable  uses.  The  ultimate  effect  of  this 
is  greater  profit  for  the  owners. 

Notes  given  for  goods  purchased  should  be  listed  separately 
in  order  to  determine  the  amount  due  to  trading  creditors.  This 
information  will  help  the  analyst  in  determing  proportions  and 
ratios  existing  among  the  different  items  in  the  statements. 

Accounts  payable  should  include  only  accounts  owed  to  trade 
creditors  and  are  payable  within  a comparatively  short  period. 

If  accounts  for  purchases  of  equipment  are  included j they  should 
be  listed  separately  because  the  statement  should  show  who  supplied 
the  capital  for  the  fixed  assets,  everything  else  being  equal, 
the  concern  whose  owners  supplied  the  fixed  capital  is  financially 
stronger  than  the  concern  whose  current  creditors  supplied  part  of 
the  fixed  eapital.  Furthermore,  unless  the  two  classes  of  accounts 
are  separated,  relationships  between  items  would  be  misleading. 

Miscellaneous  payables  include  the  so  called  accrued  items 
or  liabilities.  It  would  be  uneconomical  and  wasteful  to  keep 
—each  item  under  a specific  heading.  Besides, no  benefit  would  be 
— | obtained  from  such  a practice;  therefore  one  heading  will  be  used 
to  cover  such  items  of  accrued  liabilities  as: 

1.  Accrued  wages  and  salaries 

2.  Accrued  rent 

3.  Accrued  interest 

4.  Other  accrued  items 

whenever  the  end  of  the  week  for  a particular  concern  does 
not  coincide  with  the  balance  sheet  date,  there  will  be  some 
accrued  salaries  and  wages  which  should  be  shown  as  a liability. 

To  clarify  this  point  assume  that  a concern  pays  its  employees 
on  Saturday  of  each  week  for  work  done  in  that  week  and  that  the 
end  of  the  period  falls  on  Wednesday,  employees  would  have  worked 
J-trom  Saturday  to  v< ednesday,  or  three  days  for  whioh  they  would  not 
be  paid  until  the  end  of  the  week.  Regardless  of  the  date  of 
payment,  the  work  done  has  accrued  against  the  concern  and  in 
favor  of  the  employees.  These  salaries  and  wages  constitute  a 
— liability  just  as  mueh  as  liabilities  for  goods  purchased, and  in 
case  of  insolvency  they  are  preferred  over  ordinary  or  trade 
liabilities. 

Accrued  rent  will  result  when  rent  is  paid  after  the  premises 
have  been  used  and  at  other  than  the  end  of  the  month.  The  balance 
sheet  should  show  any  liability  for  rent  of  premises  which  have 
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been  used  from  the  last  rent  day  to  the  end  of  the  period  or 
balanoe  sheet  date.  In  most  cases  today,  however,  rent  is  paid 
in  advance  and  has  been  covered  in  the  ( iscussion  about  deferred 

charges. 

Other  accrued  items  may  include  accrued  expenses,  taxes,  etc., 
which  require  the  same  treatment  as  those  just  discussed. 

11.  Fixed  Liabilities. 

All  liabilities  which  have  more  than  one  year  to  the  maturity 
date  are  listed  in  this  class.  These  items  may  be  called  funded 
debts,  capital  liabilities,  or  fixed  liabilities.  Irrespective 
of  its  nature,  if  the  obligation  has  more  than  one  year  to  run, 
it  should  be  included  herein.  They  may  be  subdivided  into: 

1.  Mortgages  payable 

2.  Bonds  payable 

3.  Long  term  notes  payable 

Mortgages  may  be  < ivided  into  real  estate  mortgages  and 
ohattel  mortgages.  Real  estate  mortgages  represent,  as  the  name 
implies,  notes  which  have  real  estate  as  security  for  the  repay- 
ment of  the  obligation.  Chattel  mortgages  is  the  name  given  to 
mortgages  other  than  real  estate  mortgages.  The  security  for 
these  loans  may  be  merchandise,  equipment,  or  any  property  other 
than  real  property. 

Bonds  payable  may  be  secured  by  specific  real  or  personal 
property,  or  they  may  simply  have  the  general  credit  of  the  concern 
as  security  behind  them.  The  latter  kind  is  usually  called 
debenture  bonds  which  are  nothing  more  than  long  time  promissory 
notes. 

In  general,  long  time  notes  payable  have  a life  of  between 
three  and  five  years.  They  may  be  secured  or  unsecured.  If 
secured,  the  security  usually  consists  of  stocks  and  bonds. 

12.  Deferred  Credits. 

Income  items  received  in  advance  and  which  have  not  been 
actually  earned  by  the  concern  at  the  date  of  the  balance  sheet 
are  included  in  this  class.  Sometimes  they  are  called  deferred 
liabilities.  Rent  and  interest  received  in  advance  are  the  usual 
items,  but  deferred  profits  of  concerns  conducting  installment 
business  and  which  report  on  the  so-called  installment  sales 
method  may  properly  be  included  here.  These  items  may  be  con- 
trasted with  deferred  charges.  Deferred  charges  refer  to  charges 
which  will  turn  into  expenses  in  the  future,  deferred  credits 
refer  to  credits  whioh  will  turn  into  income  in  the  future.  A 
little  difference  may  be  noted  in  deferred  credits.  That  is,  if 
the  existence  of  the  premises  is  contemplated  in  the  case  of  rent 
received  in  advance  and  the  premises  are  destroyed  by  fire,  the 
unearned  rent  will  have  to  be  returned.  In  a case  of  this  sort 
the  deferred  rent  becomes  a liability  instead  of  an  actual  income. 
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13.  Net  Worth. 

The  residual  or  final  claims  of  the  concern  to  the  owner  or 
owners  are  shown  under  this  heading.  As  stated  previously,  it  may 
be  found  by  subtracting  the  total  liabilities  from  the  total  assets. 
Before  it  will  have  any  real  value  or  benefit  for  the  owners,  the 
item  must  be  analysed.  The  analysis  should  show  - 


If  a sole  proprietorship: 

1.  Amount  originally  invested 

2.  additional  investments 

3.  Amounts  withdrawn 

4.  Profit  or  loss  for  the  period 

If  a partnership: 

The  same  information  as  in  a sole  proprietorship 


Capital  is  another  term  often  used  in  the  place  of  net  worth. 

The  latter  is  the  more  accurate  and  less  apt  to  be  confused  with 
the  meaning  to  capital  when  used  from  an  economic  point  of  view. 

From  the  above  description,  it  can  be  seen  that  the  business 
is  viewed  as  an  "entity*  separate  and  apart  from  its  owners.  The 
concern  owns  the  assets  for  the  claimants  - outside  creditors  and 
owners.  The  entity  theory,  however,  does  not  legally  apply  to  the 
sole  proprietorship,  applies  only  to  a limited  extent  to  the  partner- 

— ship,  and  it  fully  applies  to  the  corporation;  although  it  can  be 

— used  to  illustrate  the  point  from  a practical  point  of  view. 

14.  Forms  of  Balance  Sheet. 

The  usual  forms  of  balance  sheet  are  the  account  form  and  the 
report  form.  An  investigation  shows  that  the  account  form  is  the 
older  of  the  two,  but  the  report  form  is  more  widely  used  especially 
for  the  smaller  concerns.  The  form  to  be  used  in  any  particular 
case  depends  chiefly  on  the  purpose  for  which  the  statement  is  to 
be  used  and  the  ability  and  skill  of  those  who  will  use  it. 

In  the  account  form,  the  assets  are  classified  and  listed  on 
the  left  side  and  the  liabilities  and  net  worth  also  classified  to 
correspond  with  the  assets  are  listed  on  the  right  side  of  the 
sheet  as  follows: 


but  for  each  partner. 


If  a corporation: 


1. 

2. 

3. 


Capital  of  each  class 
Accumulated  profit  or  surplus 
Profit  or  loss  for  the  period 
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Assets 

Current  Assets 


JOHN  CARR 

Balanee  Sheet,  June  30,  1950 

Liabilities  & Net  north 
Current  Liabilities: 


Fixed  Assets: 

Deferred  Charges: 

Total  xxxxxxxx.xx 


Fixed  Liabilities: 

Deferred  Credits: 

Net  Worth  

Total  xxxxx.xx 


In  the  report  ffssga  no  left  and  right  sides  are  considered.  The 
assets  are  listed  first  followed  by  the  liabilities  and  net  worth 
as  shown  below. 


JOHN  CARR 

Balance  Sheet,  June  50.  1950 
Assets 


Current  Assets: 


Fixed  Assets: 

Deferred  Charges:  

Total  Assets  xxxxxz.xr 

Liabilities  & Net  orth 
Current  Liabilities: 


Fixed  Liabilities: 
Deferred  Credits: 


Net  Worth: 


jC  • XT! 


Total  Liabilities  & Net  t orth 
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15*  Comparative  Balance  Sheet, 

Fundamentally  this  statement  does  not  differ  materially  from 
a regular  balance  sheet.  An  additional  column  is  provided  in  order 
to  list  the  amounts  for  the  two  periods  side  by  side  to  aid  in 
comparing  each  item.  Differences  between  the  two  periods  may  be 
shown  in  one  or  two  more  columns  headed  increase  and  decrease. 

If  one  column  is  used,  increases  may  be  entered  in  black  and  de- 
creases in  red.  In  printed  statements  different  style  types  are 
generally  used.  If  two  columns  are  used,  in  one  is  entered  the 
increases  and  in  the  other  the  decreases. 

A properly  prepared  comparison  of  financial  items  shows  not 
only  the  increase  and  decrease  or  profit  or  loss  but  it  also  shows 
the  distribution  of  the  increases  and  decreases  among  the  different 
items  appearing  on  the  statement.  This  information  will  aid  the 
management  in  the  scientific  administration  of  the  business.  The 
comparative  balance  sheet  should  be  prepared  in  such  a way  as  will 
give  the  management  the  information  desired.  The  following  form 
is  the  one  generally  used  for  a tv;o  period  comparison: 

JOHN  CARR 

Comparative  Balance  Sheet  for  June  50 

Assets  1930  1929  Increases  Decreases 


Current  Assets: 


Fixed  Assets: 


Deferred  Charges:  

Total  xxxx.xx  xxxx.xx 

Liabilities 
Current  Liabilities: 

Fixed  Liabilities: 

Deferred  Credits: 


Net  worth: 
Total 


XXX. XX 


XXXX. XX 


In  the  final  total  either  the  increases  over  the  decreases  or 

vice  versa  are  shown  instead  of  total  increases  and  decreases. 

This  is  done  in  order  to  show  whether  there  is  a net  increase  or 
decrease  between  the  two  periods  or  dates. 
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It  may  be  noted  here  that  if  more  than  two  periods  are  being 
compared,  because  of  the  confusion  they  might  cause,  the  increase 
and  decrease  oolumns  are  omitted. 

16.  Percentages  in  Balance  Sheet. 

An  exhaustive  analysis  of  balance  sheet  items  through  the  use 
of  percentages  is  outside  the  scope  of  this  work.  A few  of  the 
more  important  will  be  presented  in  order  to  interest  the  reader 
in  the  value  of  percentages. 

The  one  hundred  percent  balance  sheet,  which  is  a regular 
balance  sheet  with  percentages  substituted  in  the  place  of  figures, 
will  reveal  to  the  management  changes  and  proportions  more  clearly, 
quickly  and  vividly.  For  example  there  nay  be  an  increase  in  cash 
but  the  total  assets  may  have  increased  proportionally  more. 
Percentages  here  will  disclose  the  weaker  cash  position  of  the  con- 
cern. Or  cash  may  have  decreased  and  the  payables  decreased 
correspondingly  more,  thus  reveeling  the  stronger  cash  position  of 
the  business.  Individual  percentages  are  calculated  by  dividing 
the  individual  items  by  the  total  assets  and  moving  the  decimal 
point  two  plaoes  to  the  right.  To  illustrate,  assume  a total 
assets  of  .£100,000  and  cash  ,£10.000  and  dividing  v10,000  by 
.£100,000  will  give  .1  as  an  answer  and  by  moving  the  decimal  point 
two  plaoes  it  will  give  10.  percent  as  the  figure  to  be  used  in  the 
percentage  statement. 

This  statement  will  show  the  relationship  of  each  item  to  the 
total  but  will  not  reveal  true  and  valuable  relationships  between 
any  two  or  more  items  or  groups  of  items.  For  the  latter  purpose 
ratios  are  used.  Some  of  the  more  important  balance  sheet  ratios 
will  be  given  below  to  make  the  point  clear  and  to  arouse  the 
interest  of  the  reader  for  further  study  of  the  subject. 

J-  1.  Current  assets  to  current  liabilities 

2.  Current  assets  to  Total  assets 

3.  Fixed  assets  to  Total  assets 

4.  Current  liabilities  to  Total  assets 

5.  Fixed  liabilities  to  Total  assets 

6.  Net  worth  to  Total  assets 

7.  Net  profit  to  Net  worth 

All  ratios  may  be  computed  by  dividing  the  first  group  of 
figures  by  the  second  group  end  multiplying  the  result  by  one 
hundred.  Thus  if  v?250,000  is  substituted  for  the  current  assets 
and  .£100,000  for  current  liabilities  and  dividing  the  former  by 
the  latter  it  will  give  2.5  as  the  answer.  Now  if  2.5  is  multi- 
plied by  100,  the  result  will  be  250,  which  means  that  the  current 
assets  are  250#  of  the  current  liabilities,  stated  in  ratio 
form: 


Current  Assets 

Current  Liabilities  x * Ratio  in  % 


250.000 

IVO'Om  x 


or 

100 


3 


250}'$ 
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The  current  assets  to  current  liabilities  ratio,,  which  is 
usually  called  current  ratio., shows  the  relationship  existing  be- 
-tv/een  the  two  groups  of  items  and  consequently  reveals  the  position 
of  the  working  assets  or  capital  of  the  concern.  There  is  an  old 
rule  which  states  that  the  concern  which  shows  a current  ratio 
of  200$  or  2 to  1 is  in  a financially  sound  working  capital  posi- 
tion* This  rule  today,  however,  is  obsolete  and  relegated  to 
the  ”junk  heap”.  No  general  rule  can  be  given  as  to  how  high  this 
ratio  should  be.  It  depends  chiefly  on  the  nature  of  the  concern 
and  the  stage  in  the  business  cycle  that  the  concern  is  going 
through.  To  generalize,  it  can  be  stated  that  the  ratio  should  be 
high  enough  so  that  if  a depression  sets  in,  the  current  assets, 
at  the  shrunk  value,  will  still  be  sufficient  to  meet  the  current 
liabilities  as  they  oome  due. 

The  ratio  of  current  assets  to  total  assets^often  referred  to 
-as  the  ratio  of  current  assets  to  total  capital/ shows  the  relation 
of  current  assets  compared  with  total  capital  and  reveals  the 
distribution  of  assets.  As  with  the  current  ratio,  what  is  a 
safe  ratio  depends  wholly  on  the  nature  of  the  concern.  The  same 
will  be  true  with  every  ratio. 

Fixed  assets  to  total  capital  ratio  discloses  the  relation 
of  the  amount  of  capital  or  assets  used  for  fixed  assets. 

Generally,  the  lower  the  amount  of  capital  invested  in  fixed 
assets,  the  stronger  will  be  the  financial  condition  of  the 

concern. 

Unless  a sound  distribution  exists  between  liabilities  and 
net  worth,  the  soundness  of  the  assets  distribution  will  not  in 
—and  of  Itself  reflect  a good  management;  therefore  the  current 
liabilities  to  total  assets  is  a very  important  ratio.  This  ratio 
shows  how  much  of  the  assets  is  supplied  by  the  current  creditors. 
In  order  to  be  at  all  safe  the  current  assets  total  assets  ratio 
must  have  a fair  margin  above  the  current  liabilities  total  assets 
ratio,  otherwise  the  current  creditors  may  be  supplying  capital 
which  ought  to  be  supplied  by  investors.  If  this  condition  exists, 
the  condition  of  the  business  is  anything  but  sound. 

The  fixed  liabilities,  ’usually  called  funded  debts,  to  total 
assets  ratio  shows  the  amount  of  capital  supplied  by  outside  in- 
vestors. A reasonable  ratio  will  never  show  that  this  is  higher 
than  the  fixed  assets  total  assets  ratio.  Such  a condition  will 
reveal  the  fact  that  the  concern  is  using  the  capital  provided  by 
outside  investors  for  current  operation.  It  would  reflect  the 
weakness  of  the  concern. 

Net  worth: total  assets  ratio  shows  the  relationship  existing 
between  creditors  and  or/ners,  the  amount  of  capital  supplied  by 
the  owners,  and  consequently  whether  the  concern  is  really  con- 
trolled by  the  creditors  or  owners.  This  may  seem  an  exaggerated 
statement.  An  investigation  of  the  capital  structure  of  the  un- 
-/ profitable  concerns,  however,  reveals  that/\many  of  the  concerns 
which  have  excessive  liabilities,  especially  fixed  liabilities, 
the  creditors  often  dictate  unfair  conditions  and  terms  to  the 
management,  .eventually  this  condition  of  affairs  will  lead  to 
financial  disaster. 
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— Ahe  net  profit: net  worth  ratio  is  very  important  because  in 
the  final  analysis,  the  profit  is  the  best  Measure  of  the  ability 
of  the  management.  It  shows  the  rate  of  profit  earned  on  the 
equity  or  the  amount  which  theoretically  belongs  to  the  owners  or 
proprietors  of  the  business,  A concern  is  profitable  only  when 
the  rate  of  return  on  capital  is  larger  than  the  interest  rate 
obtainable  by  investors  in  a similar  industry. 

It  is  well  to  note  here,  however,  that  ratios  for  a single 
balanoe  sheet  have  little  value.  Katios  have  their  greatest 
value  when  prepared  in  comparative  form  for  five  or  more  years. 

17,  Supporting  schedules. 

As  a general  rule,  the  balance  sheet  is  not  complte  in  and  of 
itself.  The  true  picture  of  the  business  can  not  be  obtained 
without  some  detailed  information  about  some  of  the  oalance  sheet 
items.  The  standing  of  the  customers ’ accounts  can  be  determined 
accurately  provided  they  are  analyzed  or  aged.  The  analysis  may 
consist  of  a columnar  sheet  classifying  the  accounts  into  those 
not  due,  thirty  days  past  due,  sixty  days  past  due,  ninety  days 
past  due,  and  over  ninety  days  past  due.  A similar  schedule  may 
be  prepared  for  accounts  payable.  These  two  schedules  will 
reveal  irregularities  in  collections  from  customers  and  payments 
to  creditors. 

herohandise  inventories  are  often  shown  in  one  sum.  Slow 
moving  and  obsolete  goods  are  concealed  by  this  method.  If  the 
inventory  is  subdivided  into  different  classes  of  goods,  any 
weakness  in  this  respect  will  be  brought  before  the  management 
more  forcibly. 

During  the  course  of  a year  or  period,  many  changes  may 
occur  in  the  net  worth.  ..here  this  is  the  case,  it  would  be 
inadvisable  to  show  all  of  the  changes  on  the  balance  sheet,  A 
balance  sheet  with  too  much  detail  will  lose  much  of  its  value 
for  administrative  and  other  purposes.  Consequently  a well 
organized  schedule  of  changes  will  throw  additional  light  on  the 
total  net  worth. 

In  a fairly  large  concern,  a schedule  of  fixed  assets  show- 
ing eaoh  piece  or  class  of  equipment  may  easily  reveal  idle  and 
inefficient  equipment.  Not  infrequently,  inefficient  and  idle 
equipment  brings  financial  embarrassment  to  the  concern.  Although 
the  schedules  briefly  described  above  constitute  only  a few  of 
those  which  are  prepared  for  a large  concern,  they  are  considered 
enough  to  show  the  importance  of  supporting  schedules  in  explain- 
ing some  of  the  bal  noe  sheet  items. 

18.  Problem  with  all  elements  Considered. 

In  order  to  illustrate  the  principles  discussed  in  this 
chapter,  it  is  better  to  break  the  problem  up  into  several  parts. 
The  first  part  will  illustrate  a balanoe  sheet  for  each  of  the 
organization  unit. 

On  June  30,  1930,  the  books  of  John  Carr  sho«?  the  following 

information: 
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Assets: 

Cash  .*1,000 

Notes  Receivable  2,500 

Accounts  Receivable  4,000 

Interest  Receivable  50 

Merchandise  Inventory  7,450 

Land  3,000 

Bui ldl ngs  12 , 000 

Furniture  & Fixtures  1,000 

Unexpired  Insurance  100 

Supplies  on  Hand  150 

Liabilities: 

Notes  Payable  1,500 

Accounts  Payable  2,250 

Salaries  Payable  100 

Mortgage  Payable  5,000 

Two-Year  NoteaPayable  1,400 

Capital  January  1,  1930  16,000 


Required,  balance  sneet  at  June  30,  1930 


> - V 
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JOHN  CARR 

Balance  sheet,  June  30 


1930 


Assets 


Current  Assets: 

Cash 

Notes  Receivable 
Accounts  Receivable 
Interest  Receivable 
Merchandise  Inventory 
Total  Current  Assets 
Fixed  Assets: 

Land 

Buildings 

Furniture  & Fixtures 
Total  Fixed  Assets 
Referred  Charges: 

Unexplred  Insurance 
Supplies  on  Hand 

Total  Deferred  Cahrges 
Total  Assets 


^1,000 

2,500 

4.000 
50 

7,450 

4 15,000 

3.000 

12,000 

1.000 

16,000 

100 

150 

250 

4 51,250 


Liabilities  & Net  worth 


Current  Liabilities: 

Notes  Payable 
Accounts  Payable 
Salaries  Payable 

Total  Current  Liabilities 
Fixed  Liabilities: 

Mortgage  Payable 
Two-year  Note  Payable 

Total  Fixed  Liabilities 
Total  Liabilities 
Net  Worth: 

John  Carr  - Capital 
Add-Net  Profit  for  Six  Months 
Total  Net  Worth 
Total  Liabilities  & Capital 


1,500 

2,250 

100 

3,850 

5,000 

1,400 

6,400 

10,250 

16,000 

5,000 

21,000 
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The  balanoe  sheet  of  a partnership  is  prepared  in  the  same 
way  except  that  the  net  worth  section  should  3how  the  interest 
of  each  partner.  Assuming  that  John  Carr  had  been  in  business 
with  George  Bond  on  an  equal  basis,  the  net  v;orth  section  would 
be  shown  as  follows: 


Net  Worth: 

John  Carr-Capital 
Add-1/2  Profit  for  Six  Months 
John  Carr’s  Interest 
George  Bond-Capital 
Add-1/2  Profit  for  Six  Months 
George  Bond’s  Interest 
Total  Net  worth 


*8 , 000 

2.500 

8,000 

2.500 


^10,500 


10,500 


*21,000 


Note  that  in  addition  to  the  change  in  the  net  worth,  the 
name  should  be  changed  to  that  of  the  partnership. 

As  with  the  sole  proprietorship  and  the  partnership,  the 
balanoe  sheet  of  a corporation  is  similar  with  the  exception  of 
the  net  worth  which  should  show  the  nature  of  the  organization 
unit.  If  a corporation  is  assumed  with  a capital  of  *15,000  and 
surplus  of  *1,000,  the  net  worth  may  be  shown: 


Net  Worth: 

Capital  Stock  (150  shares)  *15,000 

Surplus  <$1,000 

Add-Profit  for  Six  Months  5,000  6,000 

Total  Net  Worth  *21,000 

The  name,  of  course,  should  be  that  of  the  corporation  as 
shown  by  its  charter  granted  it  by  the  State,  but  no  individuals’ 
names  are  listed  in  the  net  worth  section  of  corporate  balance 
sheet • 


To  illustrate  a comparative  balanoe  sheet,  the  following  has 
been  taken  from  an  actual  report  prepared  by  the  writer: 
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NATIONAL  MANUFACTURING  CO. 

4 


comparative  balance  siillt  for  dsc l ^r  si 


Current  Assets 

1929 

1928 

Increase 

Decrease 

Cash 

12,710.90 

7,560.68 

5,150.22 

Receivable  Items 

55,210.12 

46,754.43 

8,455.69 

Inventories 

142.387.64 

156.036.64 

13,649.00 

Total  ^ 

210.308.66 

210,351.75 

43.09 

Fixed  Assets 

Machinery 

8,887.66 

9,540.11 

652.45 

Furniture  and  Fixtures  723*12 

835.00 

111.88 

Truck 

300.00 

600.00 

300.00 

Total 

9.910.78 

10.975.11 

1,064.33 

Other  Assets 

Goodwill 

Cash  Value  of  Life 

15,000.00 

15,000.00 

Insurance 

7.619.00 

6.831.00 

788.00 

Total 

22.619.00 

21.831.00 

788.00 

Deferred  Charges 

2.692.22 

2,692.22 

Total  Assets 

245.530.66 

243.157.86 

2,372.80 

Current  Liabilities 

Notes  Payable 

18,000.00 

26,969.59 

8,969.59 

Accounts  Payable 

40.795.76 

46,386.63 

5,590.87 

Total 

58.795.76 

73.356.22 

14,560.46 

Capital  and  Surplus 
Preferred  stock 

17,200.00 

9,600.00 

7,600.00 

Common  Stock 

150,000.00 

150,000.00 

Surplus 

19.534.90 

10,201.64 

9,333.26 

Total 

186.734.90 

169,801.64 

16,933.26 

Total  Liabilities  and 

Capital 

245.530.66 

243.157.86 

2,372.80 
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Generally  s6me  of  the  balance  sheet  items  are  grouped  for 
comparison  purposes.  Details  can  be  obtained  from  regular  balance 
sheets  and  supporting  schedules  if  desired. 

The  following  statement  will  illustrate  the  one  hundred 
percent  statement.  Fi  ures  are  taken  from  the  comparative  balance 
sheet  for  1929. 


THE  NATIONAL  MANUFACTURING  CO. 


Percentage  Statement.  December  51.  1929 

Assets 


Cash  5.2 
Receivable  Items  22.5 
Inventories  58.0 
Machinery  3.6 
Furniture  & Fixtures  0*3 
Truck  0.1 
Goodwill  6.1 
Cash  Value  of  Life  Insurance  3.1 
Deferred  Charges  1.1 


Total  100.0 


Liabilities  & Capital 

Notes  Payable  7.3 
Accounts  Payable  16.6 
Preferred  Stook  7.0 
Common  Stook  61.1 
Surplus  8,0 


Total  100.0 


The  same  balance  sheet  will  be  used  in  calculating  the  ratios 
described,  ^ome  of  the  ratios  cannot  be  illustrated  in  the 
balance  sheet  used  because  it  does  not  contain  some  of  the  re- 
quired information.  As  many  as  possible  will  be  computed,  however. 


1929  1928 


1.  Current  ratio 

2.  Current  Assets  to  Total  Assets 

3.  Fixed  Assets  to  Total  Assets 

4.  Current  liabilities  to  Total  assets 

5.  Fixed  liabilities  to  Total  assets 

6.  Net  worth  to  Total  assets 

7.  Net  profit  to  Net  worth 


358 

287 

86 

87 

4 

4 

24 

30 

0 

0 

76 

70 

5 

? 

The  net  profit  net  worth  ratio  for  1929  has  been  calculated 
by  subtracting  the  1928  surplus  from  the  1929  surplus  and  dividing 
the  result  or  <*9,333.26  by  the  1928  net  worth.  It  will  be  noticed 
— also  that  even  percentswere  taken. 
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Because  of  their  simplicity,  supporting  schedules  will  not  be 
illustrated  here*  Although  they  are  very  simple  from  a theoretical 
viewpoint,  in  practice  they  often  are  difficult  and  confusing 
because  of  the  large  amouht  of  detail  that  is  usually  involved. 
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CHAPTER  III 


Profit  and  Loss  statement 


1.  Preparation  of  Statement, 

Complete  and  reliable  information  for  the  preparation  of  this 
statement  can  be  obtained  only  from  a complete  set  of  books.  In- 
formation obtained  from  an  incomplete  set  of  books  is  inaccurate 
and  frequently  misleading. 

In  order  to  derive  the  greatest  value  from  the  study  of  a 
balance  sheet,  it  must  be  studied  with  the  profit  and  loss  state- 
ment, This  statement  may  in  certain  respects,  be  classed  as  a 
supporting  schedule  to  net  profit  as  shown  in  the  balance  sheet. 

It  shows  all  the  elements  or  items  which  tend  to  increase  or  de- 
crease the  net  profit.  The  sources  of  the  net  profit  are  often 
more  important  and  consequential  than  the  profit  itself.  If  the 
profit  came  from  outside  sources,  it  may  be  temporary,  speculat- 
ing in  the  stock  market  is  an  example;  therefore,  great  care  must 
be  exercised  in  the  preparation  of  the  profit  and  loss  statement. 

2.  Titles. 

Several  names  or  titles  have  been  given  to  this  statement,  all 
more  or  less  accurate  for  certain  purposes.  Although  the  title  is 
-4  important,  the  substance  of  it  is  of  greater  consequence,, and  no 
argument  will  be  entered  into  on  this  point  because  it  would  have 
no  practical  value.  The  more  common  names  given  to  it  are: 

1.  Profit  and  Loss  Statement 

2.  Income  Statement 

3.  Operating  Statement 

4.  Statement  of  Loss  and  Sain 

5.  Statement  of  Income  and  expenses 

6.  Statement  of  Revenue  and  rhcpenditures 

The  first  two  titles  are  the  most  widely  used  for  industrial 
and  trading  concerns  and  either  is  satisfactory  for  present  purposes, 
while  the  sixth  is  the  name  generally  used  in  public  utility  state- 
ments. With  the  exception  of  the  fifth,  which  is  used  for  non- 
operating purposes  such  as  social  organizations,  the  others  seem  to 
have  only  a limited  use. 

3.  Sales, 

The  term  will  be  used  here  to  refer  to  any  goods  sold  or  other 
-/income^ providing  it  constitutes  the  main  class  of  income.  It 
represents  merchandise  sold  for  a trading  concern;  manufactured 
goods  sold  for  a manufacturer;  services,  for  a doctor,  a lawyer,  or 
a garage.  In  short,  it  is  the  first  item  listed  in  the  income 
statement • 

— Small  and  incidental  income  which  arisen from  miscellaneous 
sources  should  not  be  included  with  sales  but  should  be  entered  with 
the  so-called  non-operating,  other,  or  financial  income. 

uheliher  the  sales  price  has  been  received  or  not,  sales  will  be 
listed  here  in  the  same  way  as  if  they  were  collected.  An  exception, 
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of  course,  may  be  made  in  cases  of  installment  sales  bouses. 

These  houses  usually  report  as  income  from  sales  only  that  portion 
of  the  sales  which  has  been  collected  or  otherwise  finally  settled 
such  as  by  return  or  refusal  to  pay,  when  the  account  must  be 
charged  off  or  taken  off  the  books  as  bad. 

In  practice  sales  returns  and  allowances  are  kept  under 
separate  headings.  They  should  therefore  be  deducted  from  the 
sales  in  order  to  arrive  at  the  goods  actually  sold.  Returned 
sales  may  arise  from  a number  of  causes.  Excessive  amounts  may  be 
billed;  goods  other  than  those  ordered  by  customers  may  be  sent 
them;  merchandise  shipped  may  be  inferior  to  samples  and  or  des- 
criptions. Salesmen  who  have  no  interest  at  heart  for  their  own 
firm  may  wish  merchandise  on  the  customers  with  faint  hopes  that 
they  take  the  goods.  Customers  who  are  inclined  to  overbuy  will 
unjustly  return  merchandise  when  they  find  that  they  cannot  sell 
the  goods.  Instead  of  returning  the  merchandise  to  the  seller, 
allowances  may  be  made  in  order  to  induce  the  customers  to  keep 
the  goods.  This  procedure  is  often  more  profitable  for  the  seller 
because  of  the  expenses  incidental  to  the  transportation  and  the 
possible  c eterioration  of  merchandise  whi%e  in  transit.  At  times 
of  business  depression,  as  at  the  present  time,  the  buyers  control 
the  market  and  consequently  may  abuse  the  privilege  by  making  un- 
reasonable claims  and  asking  for  excessive  allowances. 

The  chief  reason  for  keeping  separate  records  of  returns  and 

— allowances  is  that  they  should  be  analyzed  in  order  to  properly 
place  the  responsibility  for  the  returns  and  claims  for  allowances 

— and,  reduce  them  to  a minimum. 

4.  Cost  of  Goods  Sold. 

If  responsibilities  are  properly  placed,  the  management  will 
want  to  analyze  costs  by  elements.  This  can  be  done  only  when 
accurate  records  are  kept  for  each  element  of  cost. 

Costs  may  be  divided  into  two  general  classes.  First  is  the 
—cost  of  the  goods  actually  sold^and  second^?,  the  expenses  or 
costs  connected  with  selling  of  the  goods  and  general  administra- 
tion of  the  business.  The  first,  or  cost  of  goods  proper,  will  be 
considered  in  this  section. 

— The  cost  of  the  goods  includes  not  only  the  purchase  price 
paid  or  to  be  paid  for  them,  but  they  should  include  all  of  the 
costs  or  expenses  connected  with  the  placing  of  the  goods  on  the 
shelves  of  the  purchasers.  Occasionally  incidental  expenses  amount 
to  more  than  the  actual  price  of  the  goods.  This  would  be  the 
case  with  some  imports.  Under  the  present  tariff  laws,  duties  on 
sugar  is  one  example.  Not  only  duties  but  freight,  cartage,  in- 
surance, and  sometimes  receiving  and  handling  costs  should  be 
added  to  the  cost  of  the  goods  purchased  in  order  to  determine 
the  profitableness  of  each  line  of  goods  handled. 

For  trading  concerns  the  cost  of  goods  sold  is  found  as  follows 
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Inventory  (opening  of  period)  xxxx 

Purchases  xxxx 

Less  - Returns  & Allowances  xx  xxxx 

Freight  on  Purchases  xx 

Total  Cost  of  Goods  Stocked  xxxx 

Less  - Inventory  (end  of  period)  xx 

Cost  of  Goods  Sold  xxxx 


Of  course  if  there  are  any  other  charges  against  purchases, 
they  are  listed  just  above  or  below  freight  on  purchases.  This 
method  is  fairly  accurate  for  small  concerns  which  are  personally 
supervised  by  the  owners. 

For isigB concerns  whose  operation  is  largely  in  the  hands  of 
employees,  this  method  may  or  may  not  be  accurate.  It  would  de- 
pend on  the  honesty  and  accuracy  of  those  who  handle  the  merchand- 
ising operation.  Goods  may  be  stolen  and  the  owners  will  not  be 
able  to  discover  it  except  through  the  shrinkage  of  profits  when 
misappro prat ion  of  merchandise  reach  undue  proportions,  .-very 
dollar  of  merchandise  stolen  or  wasted  will  increase  the  cost  of 
sales  under  this  method.  To  make  the  point  clear,  assume  that  a 
concern  shows: 


Inventory,  January  1. . .£  10,000 

Purchases  - Net  ••••••••••••••  98,000 

— Inventory,  December^  •••••••••••  12,000 

From  these  figures  the  cost  of  sales  is  found  to  be  v96,000 

determined 

Inventory,  January  l...«  ..  £ 10,000 

Purchases  - Net  • •••••••.•••••  98.000 

Total  Cost  of  Goods  Stocked.  ......  . 100,000 

Less  - Inventory,  December  31  12,000 

Cost  of  Goods  Sold.  ••••••••••  * $6,OO0 


Suppose  now  that  in  the  above  case,  £2,000  worth  of  goods  had  been 
stolen  from  the  concern  by  employees,  the  cost  of  sales  would 
still  be  shown  at  £96,000  because  this  fact  would  not  ordinarily 
be  known.  If  it  were  known,  the  cost  of  sales  Y<ould  be  only 
£94,000.  The  amount  of  the  misappropriation  could  be  shown  as  a 
loss  if  no  insurance  was  carried  or  the  culprit  could  not  make 
restitution. 

The  writer  met  ?;ith  one  of  these  experiences  in  1925.  In  con- 
ducting an  audit  for  the  year,  he  found  that  the  income  statement 
showed  a considerable  loss.  Yet  the  cost  of  sales  plus,  the  cost 
of  operating  the  business  reduced  to  a unit  basis  was  less  than 
the  sales  price  of  the  goods.  Although  convinced  that  something 
was  amiss,  no  evidence  could  be  found;  therefore,  all  he  could  do 
was  to  inform  the  management  of  his  suspicion  and  advised  the  in- 
stallation of  a merchandise  control  system.  The  advice  was,  at 
first,  taken  as  sound.  Forms  were  designed  and  printed  and  when 
they  were  presented  for  actual  installation,  the  management,  on 
the  advice  of  some  old  and  trusted  employees,  refused  to  put  the 
system  into  operation.  In  fact,  the  management  was  of  the  opinion 
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that  the  writer’s  suspicion  must  be  without  foundation. 


The  practice  went  on  unchanged  until  1929  when  the  writer 
again  was  called  in  by  the  concern.  He  had  to  report  a consider- 
able loss  for  the  year  and  when  the  report  was  presented  to  the 
bank,  it  declined  to  grant  further  credit  unless  the  original 
merchandise  control  system  was  installed.  At  this  time  the 
management  considered  the  situation  more  seriously  and  allowed  the 
writer  to  take  any  step  he  saw  fit.  Re  called  a meeting  of  all 
employees  connected  with  purchasing,  receiving,  storing,  selling 
and  shipping  and  presented  the  case  frankly  to  them.  Later  he 
questioned  some  of  the  employees  further,  but  nothing  definite 
came  to  light.  Shortly  thereafter,  the  two  most  trusted  employees, 
fearing  that  the  investigation  would  be  carried  farther,  went  to 
the  Treasurer  and  confessed  misappropriation  of  merchandise  be- 
tween 1925  to  1929.  They  also  signed  a sworn  statement  to  that 
effect  before  the  writer.  The  final  result  will  be  left  to  the 
reader’s  imagination. 

This  case  should  prove  the  reliability  of  the  method  presented 
for  the  calculation  of  the  cost  of  sales.  But  because  control 
systems  are  more  or  less  expensive  and  the  smaller  concerns  can 
hardly  afford  it,  the  method  presented  is  widely  used  because  it 
is  the  ohly  alternative. 

5.  Gross  Margin  or  Profit. 


The  gross  margin  represents  the  mark-up  or  the  difference  be- 
tween the  sales  price  and  the  cost  price  of  the  goods  sold.  It 
is  found  by  deducting  the  cost  of  sales  from  net  sales.  The 
following  illustration  shows  the  method  of  calculation :- 


Sales 

Less-Sales  Returns  & Allowances 
Net  Sales 

Deduct-Cost  of  Goods  Sold: 

Inventory,  January  1,  19- 
Purchases  .£109,500 

Less-Purchases  Returns  & 

Allowances  1 , 500 

Net  Purchases 
Freight  on  Purchases 

Total  Cost  of  Goods  Stocked 
Inventory,  December  31,  19- 
Cost  of  Goods  Sold 
Gross  Profit 


<£125,500 

3.500 

<£122,000 


10,000 


108,000 

3.000 

14,000 

107,000 
4"  'ltjTO' 


6.  Operating  Expenses. 


Expenses  incurred  by  a business  for  other  than  purchases  and 
expenses  related  thereto  are  called  operating  expenses.  These 
include  all  expenses  necessarily  incurred  in  the  selling  of  the 
4-  merchandise  and  administration  of  the  concern.  To  be  classed  as 
operating  expenses,  they  should  be  both  necessary  and  voluntary. 
If  the  expenses  do  not  meet  these  two  tests,  although  classed  as 
expenses,  they  should  not  be  listed  as  expenses  of  operation  in 
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the  profit  and  loss  statement.  The  more  usual  expenses  of  opera- 
tion are: 

1.  Salaries  paid  or  accrued  to  employees  for  services 
rendered. 

2.  Salaries  of  owners  and  partners,  if  they  are  no  more 
than  could  have  been  carried  by  them  if  working  for 
another  concern. 

3.  Rent  of  premises  used  for  business  purposes.  .here  the 
concern  owns  the  buildings  occupied  by  it,  rent  is 
made  up  of: 

(a)  Taxes  paid  on  buildings 

(b)  Insurance 

C e)  Repairs 

(d)  Depreciation  (wear  and  tear,  etc.)  of  buildings 

(e)  Other  building  expenses 

4.  Advertising 

5.  Celling  expenses 

6.  Salesmen’s  expenses 

7.  Shipping  expenses 

Q.  Insurance  on  equipment,  merchandise,  liability,  etc. 

9.  Office  expenses 

10.  Depreciation  of  equipment 

11.  Administrative  expenses 

12.  Legal  expenses 

13.  Accounting  and  auditing  expenses 

14.  Officers’  salaries 

15.  General  expenses 

Many  of  the  above  items  can  be  subdivided  into  several  more 
specific  items.  Those  given,  however,  should  give  the  reader  a 
reasonably  definite  conception  of  operating  expenses. 

The  operating  expenses  will  be  deducted  from  the  gross  profit 
in  the  income  statement. 

7.  belling  Expenses. 

Medium  sized  and  large  concerns  usually  departmentize  the 
business  in  order  to  define  more  clearly  ;he  functions,  duties, 
and  responsibilities  of  txapi jyee,  group  of  employees,  and 

department.  The  efficiency  of  an  enterprise  can  be  more  accurately 
determined  when  it  is  subdivided  into  small  units  or  parts. 

Concerns  which  maintain  sales  departments  generally  measure 
their  efficiency  and  profitableness  by  a well-organized  and  co- 
ordinated set  of  records.  These  records  will  aid  the  management 
in  the  determination  of  the  cost  of  the  sales  department.  The 
expense  items  of  the  sales  department  usually  are: 

1.  Salaries  of  divisional  supervisers,  district  and 
branch  manager,  salesmen,  etc. 

2.  Salaries  of  all  sales  offices. 

3.  Salesmen’s  expenses. 

4.  Advertising  including  sample  merchandise. 

5.  Expenses  of  training  salesmen. 

6.  Sales  office  expenses. 

7.  Any  other  expense  related  to  selling. 
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As  previously  indicated,  selling  expenses  make  up  the  greater 
part  of  the  operating  expenses,  «<hen  properly  classified,  sales 
expenses  are  listed  first  under  operating  expenses  in  the  profit 
and  loss  statement  in  the  order  of  their  importance.  The  import- 
ance is  generally  determined  by  the  amount  of  the  expense. 

8.  Administrative  Expenses. 

Avery  operating  expense  can  be  classed  as  either  a selling  or 
an  administrative  expense.  These  two  groups  can  be  resubdivided 
whenever  necessary  into  smaller  but  related  groups. 

Administrative  expenses  can  be  best  defined  by  saying  that  all 
operating  expenses  which  cannot  be  classed  as  selling  expenses  are 
administrative  expenses.  They  contain  expenses  of  the  general 
management  of  the  business  as  follows: 

1.  Salaries  of  officers 

2.  Salaries  of  general  officers 

3.  General  office  expenses 

4.  Collection  and  credit  expenses 

5.  General  expenses 

Like  selling  expenses,  administrative  expenses  are  listed  in  the 
income  statement  according  to  their  importance. 

9.  Operating  Profit  or  Loss. 

The  difference  between  the  gross  profit  and  the'  operating  ex- 
penses is  generally  called  net  operating  profit  or  loss,  depending 
on  whether  the  gross  profit  or  operating  expenses  is  the  larger. 

If  the  former  is  the  larger,  the  result  is  a profit;  if  the  latter 
is  the  larger,  the  difference  is  a loss.  By  taking  the  gross 
profit  shown  by  the  example  given  in  oection  5 of  this  chapter,  the 
operating  profit  is  calculated  as  follows: 

Gross  Profit  § 15,000 

Deduot-Operating  expenses: 

Selling  iixpenses  <*6,000 

Administrative  Expenses  4.000 10,000 

Net  Operating  Profit  <*  3,obo 

10.  Financial  Income. 

In  addition  to  the  main  source  of  income,  practically  every 
concern  will  receive  some  miscellaneous  income  which  can  be  classed 
as  business  income  of  an  incidental  nature.  Such  items  as  dis- 
counts on  purchases,  interest  income,  and  gains  on  miscellaneous 
sales  will  come  under  this  head. 

Nearly  every  business  offers  some  inducement  for  the  prepay- 
ment of  bills  by  its  customers.  For  instance  goods  may  be  purchased 
— on  thirty-day  terms>but  if  payment  is  made  within  10  days,  2 % off 
the  bill  price  may  be  allowed.  ..hen  concerns  cannot  take  advantage 
of  discounts  of  this  sort,  the  concern  can  be  anything  but  financially 
strong.  No  financially  strong  concern  will  pass  such  inducements, 
because  it  would  earn  36%  per  year  on  its  money.  Some  concerns  are 
contented  to  sell  its  goods  at  little  or  no  profit  in  order  to  turn 
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over  its  capital  quickly  and  take  advantage  of  all  discounts. 

Sometime  notes  received  from  customers  bear  interest.  Thus 
the  interest  received  from  them  cannot  be  listed  with  the  sales  or 
— used  to  reduce  some  expense  item.  The  income  arisesas  a result  of 
a financial  business  transaction,  hence  it  is  listed  as  a financial 
income  in  the  profit  and  loss  statement. 

Profit  may  result  from  sale  or  exchange  of  equipment.  If  a 
typewriter  with  an  estimated  life  of  ten  years  cost  V125.0Q,  is 
exchanged  for  a new  one  after  ten  years,  an  allowance  of  ^15.00  is 
received,  the  transaction  would  show  a profit. 


Cost  of  Typewriter  ^125 

Depreciation  of  .#12.50  per  year  for 

ten  years  125 

Value  at  time  of  exchange 
Allowance  received  15 

Profit  on  exchange  4 15 


Note  that  no  scrap  value  has  been  assumed  in  the  example.  The 
$15.00  profit  would  usually  be  listed  as  a financial  income. 

11.  Income  from  Outside  Sources. 

Large  concerns  often  have  investments  in  other  than  the 
business  itself.  Such  investments  can  be  disposed  of  without 
affecting  the  ordinary  operation  of  the  concern.  Income  is  derived 
— from  these  investment s,  and  in  order  to  determine  the  results 
separately,  records  are  kept  for  them.  In  the  smaller  concerns 
this  loss  of  Income  is  usually  confused  with  other  or  financial 
income.  As  long  as  the  net  income  derived  fromtthfcs  source  is  not 
large,  it  will  have  no  misleading  effedt  on  the  business. 

when  financial  income  and  income  from  outside  sources  are 
listed  under  the  same  heading  in  the  profit  and  loss  statement, 
the  usual  practice  is  to  call  them  "other  income."  This  term  will 
be  used  here  for  trading  concerns  exclusively. 

12.  Financial  Charges. 

Financial  charges  are  the  opposite  of  financial  income.  All 
business  expenses  which  cannot  be  called  operating  expenses  are 
entered  under  this  heading.  The  items  usually  coming  under  this 
head  are: 


1.  Interest  on  notes  payable 

2.  Sales  discounts  allo?/ed  customers 

3.  Losses  from  bad  or  doubtful  accounts 

Interest  on  notes  payable  may  be  segregated  into  interest  on 
notes  given  to  creditors,  interest  on  notes  discounted  at  banks, 
and  interest  on  notes  sold  through  brokers. 

Sales  discounts  are  self-explanatory.  However,  in  practice, 
one  often  finds  discounts  which  really  are  not  cash  discounts  kept 
with  cash  discounts.  Trade  discounts  and  discounts  which  amount 
to  more  than  2$  on  the  sales  price  of  the  goods  should  not  be 
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—included  with  cash  discounts , which  for  our  purposes  are  called 
sales  discounts,  Whenever  trade  and  discounts  larger  than  2%  are 
present,  they  should  be  deducted  from  sales  in  the  profit  and  loss 
statement.  This  same  principle  should  be  applied  to  purchases 
discounts, 

However  oareful  a concern  may  be  in  choosing  its  customers, 
losses  will  usually  result.  Some  customers  meet  with  financial 
reverses  and  others  may  purchase  goods  with  little  intention  of 
paying  for  them.  Even  though  no  definite  loss  is  present  at  the 
time  the  statements  are  prepared,  experience  dictates  that  some  of 
the  accounts  will  go  bad  and  a loss  will  eventually  result.  To 
protect  against  this  loss,  an  amount  which  will  fairly  cover  the 
loss  that  may  arise  is  taken  out  of  the  profit  for  that  period  and 
listed  as  loss  from  bad  debts. 

The  practice  of  hahdling  losses  from  bad  accounts  is  not 
uniform.  Some  writers  and  accountants  handle  this  item  as  operat- 
ing expenses.  The  writer  however  believes  that  while  the  loss  is 
wished  on  the  concern  against  its  will,  even  though  it  can  be  con- 
trolled to  some  extent  by  good  selection  of  credit  risks,  it  should 
be  excluded  from  the  operating  expenses.  The  loss  is  more  of  a 
financial  than  an  operating  nature. 

13.  Losses  from  Outside  Sources. 

— Outside  investments  do  not  always  earn  a profit  for  the  con- 
cern. Frequently  losses  are  incurred  beoause  the  management  either 
does  not  understand  the  principles  of  good  investment  or  has  no 
time  to  devote  to  such  matters.  Losses  of  this  nature  therefore 
should  not  be  confused  with  financial  charges.  As  with  financial 
income  and  income  from  outside  sources,  when  the  amounts  involved 
are  small,  financial  charges  and  losses  from  outside  sources  may 
be  shown  under  one  heading  called  "other  charges"  and  will  be  so 
treated  in  this  work. 

14.  Net  Profit  or  Loss. 

The  net  profit  or  loss  is  the  final  figure  remaining  after  all 
income  and  expenses  applicable  to  the  period  in  question  have  been 
considered,  j rofit  is  the  supreme  test  of  the  management.  The 
final  result  or  profit  is  found  by  adding  the  other  income  to  the 
operating  profit  and  deducting  other  charges  from  the  total.  If 
the  net  operating  result  showed  a loss,  the  process  will  be  re- 
versed. In  the  latter  case,  other  income  is  deducted  from  operat- 
ing loss  and  other  charges  added. 

By  taking  the  net  result  shown  in  lection  9,  the  final  profit 
is  computed  as  follows: 
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Net  Operating  Profit 

.*5,000 

Add  - Other  Income : 

Purchases  Discounts 

v 1,000 

Interest  Income 

100 

1,100 

Total  Income 

f , 100' 

Deduct  - Other  Oharges: 

Sales  Discounts 

1,200 

Interest  Expenses 

300 

Loss  from  Bad  Debts 

1,500 

3,000 

Net  Profit  s 3,100 


15,  Comparative  Profit  and  Loss  Statement. 

The  progress  made  between  two  or  more  periods  is  often  more 
significant  than  the  knowledge  of  simply  how  much  was  earned  in 
any  one  year  or  period,  as  in  war,  small  but  steady  and  continuous 
advances  are  better  than  large  advances  followed  by  retreats,  even 
though  the  retreats  are  always  smaller  than  the  advances.  For 
example,  a concern  earhing  <*5,000,  .*6,000,  .*7,500  and  ^>10,000  res- 
pectively in  successive  periods,  would  be  rated  better  than  another 
concern  earning  in  the  same  periods  ^10,000,  s9,000,  loss  .*2,000 
and  012,000  respectively.  The  management  is  running  the  business 
in  the  former  case,  while  the  business  may  be  running  the  managment 
in  the  latter  case. 

In  preparing  a comparative  statement  of  income,  increases  and 
decreases  may  be  shown,  but  if  the  comparison  is  for  more  than  two 
periods,  increases  and  decreases  are  omitted  from  the  statement. 
xhe  principles  applied  in  the  regular  profit  and  loss  statement 
will  be  followed  in  a comparative  statement  with  an  additional 
column  for  each  period. 

16.  Percentages  in  Profit  and  Loss  statement. 

Percentages  generally  reveal  relationships  and  irregularities 
which  would  be  difficult  of  discernment  from  regular  figures. 
Especially  the  less  experienced  manager  is  able  to  read  a statement 
with  percentages  more  quickly  and  accurately,  as  with  the  balance 
sheet,  a one  hundred  percent  statement  could  be  prepared  by  taking 
the  net  sales  as  100:4  and  each  item  calculated  as  a percentage  of 
net  sales. 

By  using  in  summarized  form  the  figures  given  in  the  example 
begun  in  Section  5,  percentages  may  be  shown  as  follows: 

Profit  & Loss  Statement  for  Year  Ended  December  31,  19 — 


-amount  io 

Net  Sales  *122,000  loO'.O' 
Lost  of  Sales  107,000  87.7 
Gross  Profit  15,000  12.3 
Operating  Expenses  10,000  8.2 
Net  Operating  Profit  5,000  5TT 
Other  Income  1,100  .9 
Total  Income  6,100  5TTT 
Other  Charges  3,000  2.5 
Net  Profit  3,100  2.5 
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Two  other  percentages  or  ratios  are  very  important  and  valu- 
able in  connection  with  the  income  statement,  They  are  the  opera- 
— ting  ratio  and  the  merchandise  turnover. 

The  operating  ratio  shows  the  relation  of  costs  to  sales  and 
is  found  by  dividing  the  cost  of  sales  plus  operating  expenses  by 
the  net  sales  and  multiplying  the  result  by  100.  By  using  the 
items  shown  in  the  above  statement,  the  operating  ratio  can  be 
computed  thus: 

Cost  of  Sales  plus  Operating  expenses  T 100  - operating  Ratio 
Net  oales 

or 

107'isa  Sop*  1Q,OOQ  x 100  “ 95*9^ 

If  the  same  systematic  and  uniform  records  are  kept  in  any  two 
conoerns,  the  operating  ratio  will  clearly  show  the  operating 
efficiency  of  eaoh.  In  general,  the  concern  with  the  lower  operat- 
ing ratio  is  the  more  efficient  and  will  show  a larger  profit. 
Practically  every  concern  today  can  measure  its  own  operating 
efficiency  by  comparing  the  operating  and  other  ratios  with  those 
of  other  concerns  in  the  same  line  of  business.  Comparative  ratios 
maybe  obtained  from  publications  by  the  Harvard  Bureau  of  Business 
Research  and  other  economic  and  statistical  organizations. 

The  merchandise  turnover  measures  the  efficiency  of  every 
dollar  invested  in  merchandise  by  determining  how  long  it  takes  to 
go  through  a complete  cycle  or  circle.  That  is,  it  shows  the  time 
it  takes  each  dollar  invested  in  merchandise  to  return  into  its 
original  form  or  cash.  Everything  being  equal,  the  concern  that 
can  turn  its  Jerohandise  quicker  will  earn  larger  profits.  If  a 
concern  which^lurns  its  merchandise  twice  in  a certain  period  is 
compared  with  a like  concern  which  turns  its  merchandise  four  times, 
the  first  concern  would  be  able  to  make  only  50$  of  the  business 
done  by  the  latter  concern.  Or  stated  inversely,  to  do  the  same 
amount  of  business,  the  first  concern  must  invest  in  merchandise 
twice  as  much  as  the  second  concern.  This  ratio  measures  also  the 
efficiency  of  those  responsible  for  the  moving  of  merchandise  off 
the  shelves  through  sales  and  those  who  make  the  purchases.  A slow 
turnover  may  result  from  slow  moving  goods,  excessive  buying,  or 
from  both. 

The  turnover  is  computed  by  dividing  the  cost  of  sales  for  the 
period  by  the  average  amount  of  goods  on  hand  during  the  same  period. 

-—By  again  referring  to  the  figures  used  in  Section  5,  the  turnover 
can  be  determined  as  follows: 

Computation  of  average  inventory: 


Inventory,  January  1,  19—  ^10,000 

Inventory,  December  31,  19 — 14.000 

Total  &4,006 

Average  (divided  by  2)  12,000 


Cost  of  sales  or  *>107,000  divided  by  average  inventory  or 
^12,000  equals  merchandise  turnover  or  8.91  times.  Reduced  to  a 
percentage  it  means  that  every  dollar  invested  in  merchandise  pro- 
duced 8.91$  of  sales  at  cost  price. 
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17*  Profit  and  Loss  Statement  by  Class  of  Goods  and  (or) 

Departments. 

The  most  efficient  concern  is  that  which  can  earn  profit  on 
every  article  sold,  class  of  goods  handled,  and  department  main- 
tained. Detailed  results  can  be  arrived  at  provided  proper  records 
are  kept  for  each  class  of  merchandise  handled.  Unless  this  is 
done,  some  unprofitable  lines  may. reduce  or  entirely  wipe  out  the 
profit  on  profitable  lines. 

Competition  being  keen  in  business  today,  the  business  to 
survive  must  not  be  satisfied  with  a knowledge  of  the  total  sales, 
purchases,  and  expenses  for  the  prior  period.  It  must  obtain  an 
accurate  knowledge  of  the  amount  of  goods  sold  and  purchased  for 
9a ch  class  of  merchandise  and  how  much  of  each  class  of  expenses 
applies  to  the  respective  classes  of  goods.  Losses  are  often  in- 
curred when  the  management  believes  that  the  concern  is  making  a 
profit. 

Suppose  two  classes  of  goods  are  purchased  at  .*10  each  and  sold 

at  *15  eaoh,  tho  selling  or  gross  profit  is  apparently  *5  for  each 

class.  If  it  takes  just  as  much  time  and  expense  to  sell  eaoh  class 

of  goods,  the  net  profit  would  be  the  same  in  both  cases,  but  if  one 

class  is  sold  on  the  average  of  3 units  per  week  while  12  units  of 
the  others  are  sold  eaoh  week  and  an  average  inventory  of  50  units 
is  required  in  both  cases,  the  result  would  evidently  be  different. 
The  rate  of  turnover  would  be  3.12  on  one  and  12.43  on  the  other  or 
exactly  four  times  as  much  on  one  as  on  the  other.  Other  things 
remaining  equal,  the  return  on  the  investment,  which  is  *500  in  each 
case,  would  be  four  times  as  much  on  one  as  on  the  other.  In  addi- 
tion, eaoh  unit'  of  the  slow  moving  class  should  bear  more  expenses 
than  the  quick  moving  class  because  one  occupies  the  shelves  four 
times  as  long,  it  probably  requires  four  times  as  much  handling, 
light,  heat,  and  repairs.  The  possibility  of  becoming  shopworn  and 
unsaleable  is  greatly  increased. 

If  figures  are  substituted  for  the  different  elements  of  ex- 
pense for  the  year  as  follows  - rent  .*780;  handling  (salaries) 
<*1,365;  heat,  light,  and  repairs  .*390;  and  general  expenses  „:585,  a 
profit  and  loss  statement  could  be  prepared  showing  the  net  result 
for  eaoh  class  of  merchandise.  General  expenses  will  be  assumed  to 
apply  equally  on  eaoh  unit  of  goods  sold. 

Profit  and  Loss  statement  for  One  Year  hndlng  - - 


Glow  Class  ^ulck  Class  Total 

Units  Amount  Units  Amount  Units  Amount 


Sales 

156 

2,340.00 

624 

9,360.00 

780 

11,700 

Cost  of  Sales 

156 

1,560.00 

624 

6,240.00 

780 

7,800 

Gross  Profit 

785.00 

- 

‘ 3,125.06 

- 

3,900 

« . 
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Profit  and 

Loss  Statement  (Cont.) 

Slow 

Units 

Class 

Amount 

Quick 

Units 

Class 

Amount 

Total 

Units  Amount 

Operating  Expenses: 

682.50 

Salaries 

682.50 

1,365 

Rent 

390.00 

390.00 

780 

Heat,  Light  & Repairs 

195.00 

195.00 

390 

General  Expenses 

117.00 

468.00 

585 

Total 

1,384.6  c) 

1,735. 60 

" 3,120 

Net  Profit  (*Loss) 
Interest  on  Inventory 

*804.56' 

1,334.50  ' 

730 

Investment  6%  on  ^500 

TOT 

36.00 

60 

By  reducing  the  figures  to  a unit  basis,  the  following  will  be 
obtained 


Slow  Class 

Quick  Class 

Total 

Sale  - 1 unit  of  each 

133RT 

187 TO- 

Cost  of  Sales 

10.00 

10.00 

20.00 

Gross  Profit 

8.66"  1 

8.66 

16.60 

Salaries 

4.38 

- 1.09  — 

5.47 

P.ent 

2.50 

.63 

3.13 

Heat,  Light  & Repairs 

1.25 

.31 

1.56 

General  Expenses 

.75 

.75 

1.50 

Total 

8.88 

2.78 

ITTW 

Net  Profit  (*Loss) 

*3.88 

2.22 

*1.66 

Interest  on  Inventory 

Investment 

.19 

.19 

.38 

The  above  examples,  although  apparently  exaggerated,  tend  to 
show  that  the  loss  on  one  class  of  goods  may  reduce  or  entirely 
wipe  the  profit  derived  from  another  class  of  merchandise.  Unless 
a proportionally  greater  quantity  of  profitable  goods  is  sold,  the 
business  as  a v/hole  will  show  a loss.  Therefore  the  management  of 
a business  enterprise  should  be  vitally  interested  in  the  volume 
as  well  as  the  dollar  sales  of  each  class  of  merchandise  handled. 

18.  Model  Profit  and  L >ss  Statements. 

As  soon  as  a person  has  acquired  a good  knowledge  of  the 
accounting  principles,  form  will  begin  to  lose  its  value  because  no 
literally  set  of  fixed  forms  can  be  used  in  practice.  They  must  be 
so  organized  and  arranged  that  each  form  sho  ;ld  fit  the  particular 
case.  Teaching  accounting  to  first  and  second  year  students  in 
college  has  taught  the  writer  that  students  get  greatly  confused  and 
easily  discouraged  unless  they  have  some  definite  "model  forms"  to 
follow  and  can  refer  to  them  constantly.  Por  this  reason,  the 
following  forms  are  presented.  They  are  statements,  whose  names 
and  some  items  were  changed  chiefly  to  conceal  the  identification, 
which  have  been  prepared  by  the  writer  while  in  actual  practice. 
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B.  L.  Carpenter 


Profit  & Loss  Statement  for  the  Year  Ending 

December 

31,  1926 

Sales 

*95,635. 

Less  - Sales  Returns  & Allowances 

970. 

•^94,715. 

Deduct  - Cost  of  Sales: 

Inventory,  January  1,  1926 

*18.560. 

Purchases  .*>64,475. 

Less  - Purchases  Re- 

turns  & Allowances  lt120. 

63,355. 

Freight  In 

1,985. 

83,900. 

Less  - Inventory,  December  31, 

19l6~ 

11,870. 

72,030. 

Gross  Profit 

227S557 

Deduct  - Operating  expenses: 

Salesmens  Salaries 

4,500. 

Salesmen’s  Expenses 

2,676. 

Office  Salaries 

5,000. 

Rent 

3,600. 

Office  Supplies 

350. 

Insurance 

984. 

Depreciation  of  Office  Equipment 

385. 

Taxes  - Property 

420. 

Telephone  & Telegraph 

115. 

Heat  & Light 

385. 

Miscellaneous  Expenses 

266. 

18,681. 

Net  Operating  Profit 

4",o'o4". 

Add  - Other  Inooraa: 

Purchases  Discounts 

1,210. 

Interest  Income 

157. 

1,367. 

Total  Income 

5,371V 

Deduct  - Other  Charges: 

Sales  Discounts 

1,572. 

Loss  from  Bad  Debts 

915. 

Interest  Expenses 

104. 

2,591. 

Net  Profit 

— it mr: 
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Johnson  & Brown 


Profit  and  Loss  statement  for  the  Year  Ending  December  31.  1936 


Sales 

Less  - Sales  Returns  & Allowances 
Deduct  - Cost  of  Goods  Sold: 
Inventory,  January  1,  1936 
Purchases  *285,968. 

Less  Returns  & 

Allowances  1.375, 

Freight  In 

Less  - Inventory,  Dec. 31,1926 
Gross  Profit 

Deduct  - Operating  Expenses: 

Selling  Expenses: 

Salesmen’s  Salaries 
Salssmen’s  -xpenses 
Insurance  on  Merchandise 
Depreciation  of  Sales  Office 
Equipment 

Miscellaneous  Selling  Expenses 
Shipping  Expenses: 

Clerks  Salaries 
Shipping  Supplies 

Freight  Out 

Miscellaneous  ^hipping  Expenses 
General  & Administrative  Expenses: 
Salaries  of  Officers 
Office  Salaries 

Depreciation  of  Office  Equipment 
Telephone  & Telegraph 
Property  Taxes 
Insurance 

Miscellaneous  expenses 
Net  Operating  Profit 
Add  - Other  Income: 

Purchases  Discounts 
Interest  Income 
Total  Income 
Deduct  - Other  Charges: 

Sales  Discounts 
Loss  from  Bad  Debts 
Interest  expenses 
Net  Profit 


*315,280. 

___ _2jLo90>i>  *312 , 890  • 


*29,540, 


234,093. 

2.875, 


6,320. 

2,890. 

870. 

250. 

1.580. 

2,475. 

1,117. 

1,680. 

1.485. 

5,000. 

2,500. 

410. 

398. 

315. 

230. 

1.266. 


316,408. 

33,960.  277,448. 


. ,r., 

' " ■SS’i'i'42. 

11,710. 

6,757. 

10.169. 

28,636. 

6,S06. 

3,586. 

75. 

3.661. 

16  ,46^7. 

2,410. 

954. 

435. 

3,799. 

3.334. 

3.334. 

6,668 

J.  Johnson  §■ 
L.  Brown 


41 


Item  Machine  Co. 


Profit  & Loss  Statement  for 

Six  Months 

Ending  June 

30,  1927 

Class  A 

Class  B 

Total 

Sales 

A61.530. 

tp  55,198. 

v216,728. 

Less  - Sales  Returns  & 

Allowances 

4.207. 

1.495. 

5.702. 

Net  Sales 

16^.458. 

5377337" 

211,026. 

Deduct  - Cost  of  Sales: 

Inventories,  January  1,  1927 

85,945. 

10,564. 

96,509. 

Purchases  - Net 

154,404. 

41,322. 

196,226. 

Total  Cost  of  Goods  Stocked 

246,349. 

52,366. 

“292,735. 

Less  Inventories  June  30,1927 

109.882. 

9.650. 

119.532. 

Cost  of  Sales 

"136,46V. 

42.736. 

173, 203. 

Gross  Profit 

ri  s's!sfe'a. 

lolSev. 

"■ 1 1 livin'. 

Deduct  - Operating  expenses: 

Selling  Expenses: 

Salaries  Wages 

5,960. 

Salesmen's  Expenses 

2,851. 

Office  expenses 

3,145. 

Miscellaneous  Expenses 

650. 

12,606. 

Shipping  expenses: 

Salaries  & Wages 

3,352. 

Shipping  Supplies 

1,874. 

Office  Expenses 

2,117. 

Miscellaneous  Expenses 

385. 

7,728. 

General  - Administrative  Expenses: 

Salaries  of  Office 

4,150. 

Officers'  Pees 

500. 

Office  expenses 

2,161. 

Miscellaneous  Expenses 

358. 

7,169. 

27.503. 

Net  Operating  Profit 

10,320. 

Add  - Other  Income: 

xhirchases  Discounts 

1,580. 

Interest  Income 

258. 

1,838. 

Total  Income 



Deduct  - Other  Charges: 

Loss  from  Bad  J-ebts 

1,375. 

Sales  Discounts 

2,481. 

Interest  Expenses 

1.463. 

5,319. 

Net  Profit 

§75337 
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Arlington  Sales  Co. 

Profit  & Loss  Statement  for  the  Year  Ending  December  31,  1927, 


Dept 


Sales 

Less  - Returns  & Allowances 
Net  Sales 

Deduct  - Cost  of  Sales: 

Inventories  January  1,  1926 
Purchases 

Less  - Returns  & Allowances 
Net  Purchases 

Total  Cost  of  Goods  Stocked 

Less  - Inventories  December  31, 

1926 

Cost  of  Sales 
Gross  Profit 


*•260 ,560, 
3,850. 


Dept.  II  Total 
#198,680.  #459,240. 


2,940. 

Tsioisr 


78,500. 


223,66(3'. 

3,180. 

226,470. 


70^150. 


2j990. 


303,970. 

82,475. 


WT570 7 

"257,620/ 

80,350. 

IWilTOT 


Total  Operating  Expenses 
Net  Operating  Profit 
Add  - Other  Income: 

Purchases  Discounts 
Total  Income 
Deduct  - Other  Charges: 

Sales  Discounts 
Loss  from  Lad  Debts 
Interest  expenses 
Net  Profit 


4,115. 

1,860. 

933. 


6,790. 


452/ 465/ 
148,650. 

TTOTS/ 

6,1.70. 


132J5Z5 7 


631/4W/ 

167,825. 


Deduct  - Operating  Expenses: 

Salaries  of  Salesmen 

6,200. 

5,840. 

12,040. 

Salesmen’s  Lxpenses 

3,945. 

4,120. 

8,065. 

Freight  Out 

3,120. 

2,050. 

5,170. 

Depreciation  of  Equipment 

850. 

600. 

1,450. 

Office  Salaries 

3,780. 

3,575. 

7,355. 

Office  Expenses 

2,410. 

2,100. 

4,510. 

Telephone  & Telegraph 

380. 

275. 

655. 

Legal  expenses 

650. 

350. 

1,000. 

Directors’  Fees 

500. 

250. 

750. 

Miscellaneous  Expenses 

816. 

418. 

1,234. 

3,450. 


6,958. 


^Operating  Loss 
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Essex  Sales  Go. 


Comparative  Profit  & Loss  Statement  for  Years  Ending  Deo.  31 


1926  1925  Increase 


Decrease 


Sales  ^3o0 ,150.  y<j36 ,o00» 

Less  - Sales  Returns  & 

Allowances  2.860.  3,200. 

Net  Sales  347^25  V' "T^KSV 

Deduct  Cost  of  Sales: 

Inventories  January  1 58,500.  60,580. 

x’urchases  - Net  320.100.  305.890. 

Total  Cost  of  Goods 


Jl3,850. 

rCTffoT 

14,210. 


340. 


2,080. 


Stocked  378,600. 

Less-Inventories  Deo. 31  63*350* 
Cost  of  Sales  311|75q«^ 

Gross  Profit  35. 540 7 

Deduct-Operating  -xpenses: 


366,470, 

58.500, 


WT^cTT 

-35?™ 


12,130. 

8,350. 

~^7fwr: 


Salesmen’s  Salaries 

6,300. 

6,000. 

300. 

Salesmen’s  Expenses 

3,840. 

3,980. 

140. 

Freight  Out 

2,800. 

2,460. 

340. 

Insurance 

2,950. 

2,975. 

25. 

Depreciation  of  Equipment  850. 

350. 

Office  Salaries 

3,780. 

3,050. 

730. 

Office  Expenses 

2,400. 

2,310. 

90. 

Legal  Expenses 

700. 

325. 

375. 

Directors’  Fees 

500. 

500. 

Miscellaneous  Expenses 

650. 

418. 

232. 

Total  Operating  Exp. 

~ 24,7^5. 

22,Q6§. 

" 1,902. 

Net  Operating  Profit 

i5,wr.rT 

2,262. 

• 

CO 

o 

ID 

* 

CO 

Add  - Other  Income: 

Purchases  Discounts 

3,310. 

3.085. 

225. 

Total  Income 

14,086. 

5.347. 

"■&.7S3.' 

Deduct  - Other  Charges: 

Sales  Discounts 

4,430. 

3,750. 

680. 

Loss  from  Bad  Debts 

1,980. 

2,120. 

140. 

Interest  Expenses 

1.250. 

1,125. 

125. 

Total  Other  Charges 

7.6&0. 

6.995. 

£65. 

Net  Profit 

6. 

f I . Wd. 

8.66k 

*Net  Loss 


? 
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19.  Supporting  Schedules. 

Medium  and  large  concerns  often  keep  many  detailed  sales, 
-purchases,  and  expense  records^and  many  sheets  would  be  required 
for  the  income  statement  if  they  were  all  listed  therein.  Instead 
of  aiding  the  reader  of  a statement  prepared  in  this  manner,  it 
might  greatly  confuse,  mislead,  and  possibly  divert  his  attention 
from  the  more  important  points.  To  eliminate  this  possible  confusion, 
schedules  showing  all  desired  details  are  prepared  for  any  group  of 
items.  Chief  among  these  may  be  mentioned:- 

1.  Schedule  showing  each  class  of  sales. 

2.  Schedule  of  purchases  which  will  correspond  to  the 

sales  schedules. 

3.  Schedule  showing  cost  of  sales.  This  is  prepared 

sometimes  instead  of  the  purchases  schedule. 

4.  Schedule  of  operating  expenses. 

5.  Schedule  of  other  income. 

6.  Schedule  of  other  charges. 

These  schedules  are  generally  prepared  in  columnar  form  that  will 
— show  the  desired  information.  For  example, the  sales  and  purchases 
schedules  may  have  columns  for  each  class  of  sales  and  purchases  and 
total  columns,  or  they  may  in  addition  to  the  money  columns,  include 
columns  for  quantities. 

20.  Problem  with  all  Elements  Considered. 

From  the  following  information  prepare: 

1.  Profit  and  loss  statement  showing  results  for  each 

class  of  goods. 

2.  Statement  of  Percentages. 

3.  Operating  Ratios. 

4.  Merchandise  Turnover. 

5.  Schedules  for: 

(a)  Selling  expenses 

(b)  Shipping  Expenses 

(c)  General  and  Administrative  expenses 

The  National  Trading  Company  show  as  the  result  of  operation  for 
six  months  ended  June  30,  1930: 


Sales 

Class  A,  *84,511;  Class  B,  *44,944;  Class  C,  *41,841 

Purchases 

Class  A,  *86,886;  Class  B,  *32,257;  Class  C,  ,28,506 

Returns 


Sales  - Class  A,  .*>3,035;  Class  B,  *51,239;  Class  C,  *1»875 
Purchases  - Class  A,  ^1,150;  Class  B,  *875;  Class  C,  v550 
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1,  The  National  Trading  Co. 

Profit  and  Loss  Statement  for  Six  Months  Laded,  June  50,  1950 

Class  A Class  B Class  C Total 


Sales 

Less-Sales  Returns 


§84,511 
3.035 

• sore 

Deduot-Cost  of  Goods  Sold: 

Inventories,  January  1,1930  7,793 
Purchases  86.886 

Total 
Less : 

Inventories, June  30,1930  24,261 


Purchases  Returns 
Total 

Cost  of  Goods  Sold 

Gross  Profit 

Deduct  - Operating  Expenses: 
Selling  Expenses  - 
See  Schedule  I 
Shipping  Expenses  - 
See  Schedule  II 
Administrative  Expenses  - 
See  Schedule  III 
Total 

Net  Operating  Profit 

Add  - Other  Inoome: 

Purchases  Discounts 
Interest  Inoome 
Total 

Total  Income 

Deduct  - Other  Charges: 

Loss  from  Bad  Debts 
Sales  Discounts 
Interest  Expenses 
Total 

Net  Profit  for  Six  Months 


1.150 

SS[411 


5,878 

2,468 

2,462 

OT 


□SH 


§44,944 

1.239 

"TOST 


§41,841 

1.875 

35,'§66 


5,359 

32,257 

^fsr<r 


9,753 

28,506 

■3SS55" 


5,701 

875 


12,475 

550 


57S7S 137523" 

:mrr "m.&u 


ir.  w — igyge.F  — rc.755- 


2,798 

1,175 

1.172 

Ttw 


1,385 

581 

1.449 


ftsScF 


785 

270 


4,216 

1,215 

450 


§171,296 

6,149 

165,147 


22,905 

147,649 


42,437 

2,575 

'45fOI5' 


IgBTBgg 

'“~39TB,05, 


10,061 

4,224 

5.083 


i£.3c$ 


1,055 

sijm 


5,881 

loir 
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5.  Che  National  Trading  Co. 
Operating  Expenses 


Selling  Expenses:  Schedule  I 

Salaries  4 6,168 

Salesmen’s  Expenses  1,644 

Commissions  165 

Freight  Out  678 

Insurance  411 

Rent  900 

Miscellaneous  Expenses  95 

Total  10,061 


Shipping  Expenses:  Schedule  II 

Salaries  1,882 

Packing  Supplies  621 

Rent  750 

Shipping  Supplies  332 

Delivery  Expenses  388 

Insurance  124 

Miscellaneous  Expehses  127 

Total  ~ £,££4 


Administrative  Expenses:  Schedule  III 

Salaries  3,595 

Legal  Expenses  294 

Rent  250 

Accounting  Expenses  200 

Depreciation  of  Office  Equipment  146 

Telephone  & Telegraph  241 

Office  Supplies  203 

Collection  & Exchange  105 

Miscellaneous  Expenses  49 

Total  12222 


— whenever  desirable^ individual  expense  items  may  be  distributed 
so  that  each  class  of  goods  will  bear  a proper  share  of  the  ex- 
penses. 
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CHAPTER  IV 


SIX  COLUMN  WORK  SHEET 


1.  Purpose  of  '.Vork  Sheet, 

The  work  sheet,  often  called  working  trial  balance,  is  generally- 
prepared  to  simplify  the  preparation  of  the  financial  and  operating 
statements.  It  is  not  a statement  but  a working  guide.  This  sheet 
saves  time  and  tends  to  reduce  the  number  of  mistakes.  Control 
figures  are  obtained  therefrom.  It  also  proves  the  correctness  of 
the  statements  in  so  far  as  calculations  are  concern. 

As  the  name  implies,  the  working  trial  balance  contains  six 
columns;  two  columns  for  the  trial  balance,  two  columns  for  profited 
ices  items,  and  two  columns  for  balance  sheet  items.  The  first  two 
or  trial  balance  columns  contain  all  the  items  necessary  for  the 
preparation  of  the  statements.  The  remaining  four  columns  are  used 
to  classify  the  items  into  nominal  accounts  or  profit  and  loss  and 
real  accounts  or  balance  sheet  items. 

2.  Trial  Balance. 

The  trial  balance  proves  the  bookkeeping  equation.  It  1*  not  a 
statement  but  a list  of  items  summarizing  the  business  transactions 
for  a certain  period.  The  list  is  prepared  in  two  columns.  In 
the  first  column  are  entered  all  the  assets  and  expense  items  and 
in  the  second  column  are  entered  the  liability,  income,  net  worth 
items,  and  items  which  are  deductible  from  assets  such  as  reserve 
for  bad  debts  and  reserve  for  depreciation. 

3.  Transferring  items  into  Proper  Columns. 

Care  must  be  taken  in  transferring  items  from  the  trial  balance 
into  the  profit  and  loss  and  balance  sheet  columns.  Columns  go  in 
pairs,  first  and  second,  or  left  and  right-hand  columns.  An  item 
once  in  the  left-hand  column  cannot  be  changed  or  transferred  into 
a right-hand  column.  Vice  versa,  an  item  in  the  right-hand  column 
cannot  be  converted  into  a left-hand  column  item.  If  this  were 
done,  the  equation  would  be  thrown  off  balance  and  the  balance  sheet 
and  profit  and  loss  would  be  incorrect. 

Costs  and  expense  items  are  transferred  to  the  left-hand  column 
of  the  profit  and  loss  columns*  They  include  all  items  appearing  in 
the  left-hand  column  which  will  ordinarily  go  in  the  profit  and  loss 
statement.  The  income  items,  including  sales,  financial  income,  and 
income  from  outside  sources,  which  are  generally  treated  as  profit 
and  loss  items,  are  transferred  to  the  right-hand  column  of  the 
profit  and  loss  oolumns.  The  remaining  or  balance  sheet  items  are 
transferred  to  the  last  two  columns  without  shifting  any  items  from 
left  to  right-hand  column  or  vice  versa. 

After  every  it  on  has  been  transferred  into  the  proper  columns, 
the  merchandise  inventory  will  be  entered  on  the  first  line  follow- 
ing the  trial  balance  and  carried  to  the  right-hand  column  of  the 
profit  and  loss  and  to  the  left-hand  column  of  the  balance  sheet. 

It  is  entered  into  the  profit  and  loss  because  the  closing  inventory 
is  deducted  from  the  total  cost  of  goods  stocked  as  shown  by  the 
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profit  and  loss  statement  in  Chapter  II,  Here,  by  entering  the  item 
in  the  column  opposite  the  column  containing  the  purchases  and 
opehing  inventory  the  same  result  will  be  obtained.  This  inventory 
is  entered  on  the  balance  sheet  because  as  it  will  be  recalled,  tte 
inventory  at  the  end  is  an  asset  and  should  be  listed  in  the  balance 
sheet  as  such. 

4.  Adding  the  Columns. 

At  this  stage  of  the  work,  the  student  will  be  required  to  prepare 
the  six  column  work  sheet  from  a complete  trial  balance  which  is 
presented  as  a port  of  the  problem.  The  trial  balance  will  be  copied, 
exactly  as  it  is,  in  the  first  two  columns  of  the  sheet.  Next,  tbs 
columns  should  be  added  to  prove  the  accuracy  of  the  work  done  to  this 
point.  Students  often  believe  this  as  unnecessary  and  duplication  of 
work  until  they  find,  to  their  regrets,  that  the  greatest  source  of 
mistakes  arise  in  copying  figures  and  once  made,  mistakes  are  more 
difficult  to  locate.  To  prevent  mistakes,  therefore,  the  trial 
balance  columns  should  be  added. 

The  best  way  to  add  columns  of  figures  is  to  add  each  row,  write 
the  total  of  the  row  just  added  on  the  side  of  the  column  in  small 
pencil  figures,  carry  over  the  number  to  the  left  of  the  first  figure 
of  the  row  total,  add  the  amount  carried  over  to  the  second  row, 
and  place  this  total  immediately  below  the  first  total.  Repeat  the 
process  until  all  the  rows  have  been  added,  and  by  reading  the  first 
figure  on  the  right  of  eac£  number  upward,  the  total  of  the  entire 
column  will  be  obtained.  The  reading  of  the  total  is  simplified  by 
drawing  horizontal  lines  after  the  second,  fifth,  and  eighth  row 
totals.  The  process  may  be  continued  by  drawing  additional  lines  at 
intervals  of  three  numbers.  The  advantage  of  this  method  of  adding 
is  that  if  the  columns  in  the  trial  balance  do  not  prove,  only  the 
items  which  do  not  prove  need  to  be  checked.  To  clarify  the  process, 
the  following  columns  are  assumed: 

$ 35,851.15  23 

46,890.25  18 

3,985.17  T7 

387.50  40 

5,895.76  40 

-§3 

_____  9 

j 93.009.83 

The  profit  and  loss  and  balance  sheet  colurns  should  all  be  added 
before  entering  any  total  on  the  work  sheet. 

5.  Carrying  of  Totals  Forward. 

Work  sheets  frequently  take  more  than  one  sheet  and  the  problem 
of  carrying  totals  from  one  sheet  to  another  frequently  arises.  It 
can  be  done  in  either  one  of  two  ways.  In  one  case,  each  sheet  is 
added  and  the  totals  carried  forward  to  the  first  line  of  the  second 
sheet.  Under  the  second  method,  each  sheet  is  totaled  and  these 
totals  are  entered  and  properly  numbered  to  correspond  to  the  sheet 
number  immediately  following  the  totals  on  the  last  sheet.  The 
second  method  has  the  advantage  over  the  first  in  case  of  errors 
because  eacfci  sheet  may  be  corrected  without  the  necessity  of  changing 


23 

*51,353.71 

28 

8,469.87 

“37 

21,977.11 

30 

3,669.78 

30 

7,534.36 

23 
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the  totals  carried  over  to  those  subsequent  to  the  incorrect  sheets, 

6,  Proof  of  v-ork  Sheet, 

Proving  the  work  sheet  is  a very  simple  matter  providing  the 
profit  and  los3  and  balance  3heet  columns  have  been  correctly  added. 
The  smaller  of  the  two  profit  and  loss  totals  is  subtracted  from 
the  larger  and  the  difference  is  either  the  net  profit  or  loss  for 
the  period.  Before  entering  this  profit  or  loss,  however,  the 
difference  between  the  two  balance  sheet  totals  is  likewise  found 
and  if  the  difference  shown  by  the  profit  and  loss  totals  agrees 
with  that  shown  by  the  balance  sheet  totals,  the  work  is  correct, 

7,  Completion  of  Work  Sheet, 

In  completing  the  work  sheet,  the  first  step  is  to  write  "Profit 
and  Loss"  at  the  end  of  the  work  sheet  following  the  closing  invent- 
ory. Next,  the  profit  or  loss  is  entered  on  the  smaller  side  of  the 
profit  and  loss  and  balance  sheet  oolumns  in  order  to  equalize  the 
columns,  enter  the  totals,  and  draw  a double  line  below  the  totals 
to  show  that  the  sheet  has  been  completed. 

If  the  expense  column  and  the  right-hand  column  of  the  balance 
sheet  show  the  smaller  totals,  the  differences  represent  the  net 
profit.  Conversely,  if  the  income  column  and  the  left-hand  column 
of  the  balance  sheet  are  the  smaller,  the  differences  represent  the 

net  loss  for  the  period, 

8,  Preparing  Statements  from  Work  Sheet, 

Having  completed  the  work  sheet,  the  statements  can  be  prepared 
with  the  possibility  for  errors  reduced  to  a minimum.  The  profit 
and  loss  statement  is  prepared  by  listing  in  the  statement  all  the 
items  appearing  in  the  profit  and  loss  columns.  If  the  work  is 
properly  carried  out  as  previously  explained,  the  net  profit  or 
loss  shown  by  the  work  sheet  will  naturally  agree  with  that  shown 
by  the  statement.  In  the  same  manner  is  the  balance  sheet  prepared. 
If  the  profit  or  loss  does  not  agree  with  the  work  sheet,  probably 
there  is  a Mistake  in  the  balance  sheet  and  of  course  the  work 
should  be  carefully  checked. 
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9.  Problem  with  all  elements  Considered. 


J«  Marshall 


Trial  Balance, 

December  31,  1929 

Cash 

$ 5,000 

Notes  Receivable 

5,000 

Accounts  Receivable 

24,000 

Reserve  for  Bad  Debts 

1,000 

Inventory,  January  1,  1929 

30,500 

Equipment 

12,000 

Equipment  Depreciation  Reserve 

2,000 

Deferred  Charges 

500 

Notes  Payable 

8,000 

Accounts  Payable 

20,500 

J.  Marshall  - Capital 

35,000 

J.  Marshall  - Personal 

5,000 

Sales 

247,000 

Sales  Returns  & Allowances 

2,500 

Purchases 

201,500 

Purchases  Returns  & Allowances 

1,500 

Freight  In 

2,400 

Salaries  & Wages 

7,500 

Selling  Expenses 

6,400 

Rent 

5,750 

General  Expenses 

4,450 

Purchases  Discounts 

2,800 

Interest  Income 

250 

Loss  from  Bad  Debts 

1,500 

Sales  Discounts 

2,650 

Interest  Expenses 

600 

Unexpired  Insurance 

800 

^~31^,g)50 

Inventory,  December  31,  1929 

* 21,500 

Required: 


1.  Six  column  work  sheet 

2.  Balance  Sheet 

3.  Profit  and  loss  statement 
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Column  ..ork  for  Year  landed  December  31,  1929 
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J.  MARSHALL 

Balance  Sheet.  December  51,  1929 


Assets 


Current  Assets: 

Cash 

Notes  Receivable 

Accounts  Receivable  ^24,000 

Less-Reserve  for  Bad  Debts  1,000 
Inventory 

Total  Current  Assets 


v 5,000 
5,000 

I 

23,000 

21,500 


Fixed  Assets: 

Equipment  12,000 

Less-Equipment  Depreciation  Reserve  2,000 
Total  Fixed  Assets 


Deferred  Charges: 

Unexpired  Insurance  800 

Deferred  Charges  500 

Total  Deferred  Charges 
Total  Assets 


54,500 


10,000 


1.300 

65,800 


Liabilities  & Net  t^orth 


Current  Liabilities: 
Notes  Payable 
Accounts  Payable 
Total  Liabilities 


8,000 

20,500 

28,500 


Net  Worth: 

J.  Marshall  - Capital 
Add  - Net  Profit  for  the  Year 
Less-J.  Marshall-Personal 
Net  Worth 

Total  Liabilities  & Met  Worth 


35,000 

7,300 

5.000  2,300 

37.300 

"•SOPS 
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J«  MARSHALL 


Profit  & Loss  statement  for  Year  ^nded,  December  51,  1929 


Sales  *247, 000 

Less-Sales  Returns  & Allowances  2,500 

Net  Sales 

Deduct-Cost  of  Goods  Sold: 

Inventory,  January  1,  1929  30,500 

Purchases  201,500 

Less-Purohases  Returns  & 

Allowances  1,500  200,000 

Freight  In  2,400 

Total  cost  of  Goods  Stocked  23&,900 

Less-Inventory, December  31,  1929  21,500 

Cost  of  Goods  Sold 
Gross  Profit 

Deduct  - Operating  Expenses: 

Salaries  & ft  ages  7,500 

Selling  Expenses  6,400 

Rent  5,750 

General  Expenses  4,450 

Total  Operating  expenses 
Net  Operating  Profit 
Add  - Other  Income: 

Purchases  Discounts  2,800 

Interest  Income  250 

Total  Other  Income 
Total  Income 
Deduot  - Other  Charges: 

Sales  Discounts  2,650 

Loss  from  Bad  Debts  1,500 

Interest  Expenses  600 

Total  Other  Charges 
Net  Profit  for  the  Year 


244,500 


211,400 

“3S7IUU‘ 


24.100 


3.050 


4,750 
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CHAPTER  V 

GiTO-JUL  BOOKS  OF  ACCOUNTS 


1.  Parties  to  the  Transaction. 

Two  parties  are  required  for  every  business  transaction  and 
unless  both  parties  are  responsible  and  competent,  one  of  the  two 
will  lose  as  a result.  As  a person  chooses  his  friends,  so  shall 
a business  choose  its  customers.  V. ith  all  the  possible  and  careful 
selection,  some  of  the  friends  will  turn  out  to  be  bad  and  unreliable. 
Likewise  some  of  the  customers  will  turn  out  to  be  bad  and  unreliable. 
Irrespective  of  the  care  exercised  in  selecting  customers,  some  will 
not  pay  for  the  merchandise  purchased  by  them.  However,  the  most 
profitable  concerns  usually  are  those  which  use  the  greatest  care  in 
selecting  customers. 

A well  organized  system  of  accounts  will  record  two  sides  for 
every  transaction.  This  will  show  the  effeot  that  it  has  on  each 
party  involved,  where  more  than  two  parties  are  involved  in  one 
transaction,  the  effeot  it  has  on  each  party  will  of  course  be  re- 
corded. Transactions  recorded  in  this  manner  will  provide  all  the 
information  necessary  for  the  proper  control  and  effective  admini- 
stration of  the  concern. 

2.  Responsibilities  of  Parties. 

The  profit  of  every  concern  will  generally  vary  in  direct  prop- 
ortion with  the  care  and  skill  exercised  in  the  selection  of  parties 
involved  in  each  transaction.  Irresponsible  parties,  if  suffic- 
iently large  in  number,  will  in  the  long  run  bring  financial  disaster 
to  a concern.  The  responsibility  of  those  from  whom  a concern 
purchases  its  goods  as  well  as  those  to  whom  the  concern  sells  its 
merchandise  should  be  investigated  with  equal  care. 

The  responsibility  of  customers  must  be  investigated  chiefly 

— from  the  point  of  view  of  the  three  C*s:  Capital,  Capacity  and 
Character.  Capital  determines  the  financial  responsibility  of  the 
customer.  It  is  important  because  irrespective  of  the  other  good 
characteristics,  it  takes  money  or  capital  to  pay  for  your  con- 
tractual obligations.  Capacity  is  necessary  because  it  determines 

— the  ability  of  the  customers  to  profitably  use  the  merchandise.  The 
customers  who  are  unable  to  make  a profit  on  goods  purchased  will 
invariably  be  unable  to  pay  their  bills.  Character  is  the  founda- 
tion of  our  credit  structure  and  regardless  of  the  presence  of  the 
other  favorable  characteristics  in  a customer,  he  will  be  a source 
of  loss  to  the  concern  if  he  does  not  possess  character.  He  must 
show  a paying  disposition  before  credit  should  be  extended  to  him. 

In  some  instances  the  responsibility  of  creditors  is  more  im- 
portant to  a concern  than  that  of  customers.  Large  contracts  are 
entered  into  with  creditors  while  amounts  involved  in  customers* 
transactions  are  generally  smaller.  If  a creditor  who  has  made  a 
large  contract  for  future  delivery  with  the  concern  refuses  to 
deliver  when  the  time  comes,  the  result  might  be  disastrous  to  a 
business. 
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3.  Equation  of  the  Transaction, 

Unlike  the  old  business  idea  that  one  party  to  the  transaction 
profited  at  the  expense  of  the  other,  business  transactions  are 
considered  today  equally  profitable  to  one  as  to  the  other.  For 
this  reason  the  two  sides  of  every  business  transaction  are  consid- 
ered to  be  equal  and  are  so  recorded.  The  thing  or  value  received, 
at  least  in  accounting  theory,  is  worth  as  much  as  the  thing  or 
value  given. 

The  keen  student  of  business  will  look  at  the  ultimate  effeot 
a business  transaction  will  have  on  the  balance  sheet  of  the  con- 
cern. Every  transaction  has  a twofold  effect  on  the  fundamental 
equation  - 


Assets  equal  Liabilities  plus  Capital 

an  increase  and  a decrease.  The  increase  and  decrease  may  take 
place  within  one  or  two  groups.  If  cash  is  exchanged  for  merchandise 
or  equipment,  the  transaction  does  not  affect  the  totals  of  any  of 
the  groups,  but  simply  affects  two  items  within  one  group.  One 
form  of  assets,  cash,  is  (decreased)  exchanged  for  another  form  of 
assets,  merchandise  or  equipment  (increase).  A sale  of  merchandise 
increases  the  assets,  decreases  the  merchandise  by  a smaller  amount, 
and  increases  capital  or  net  worth  for  the  difference  or  profit. 

This  of  course  is  on  the  assumption  that  goods  are  sold  at  a profit. 
Payment  of  a liability  decreases  both  assets  and  liabilities. 
Similarly  a withdrawal  of  capital  decreases  capital  and  assets. 
Conversely,  an  increase  of  capital  or  liabilities  will  result  in  an 
increase  of  assets, 

4.  The  Agreement. 

Often  transactions  are  entered  Into  without  a definite  under- 
standing or  agreement.  Other  times  a definite  agreement  exists, but 
the  form  of  the  agreement  does  not  meet  with  the  requirements  of  the 
law.  Unscrupulous  persons  are  ever  watchful  for  easy  prey  or  persons 
who  are  over  trustful.  Therefore, to  be  able  to  obtain  the  protection 
of  the  law,  every  agreement  must  contain  the  following  elements: 

1.  Competent  persons, 

2.  The  minds  of  the  parties  must  meet  on  the  same  point. 

3.  The  transaction  must  be  based  on  a legal  object. 

4.  There  must  be  value  or  consideration  to  bind  the 
agreement • 

5.  In  certain  cases,  it  must  conform  to  a certain  form. 

Unless  persons  are  competent,  loss  may  result  to  a concern. 

Minors  and  persons  declared  of  unsound  mind  by  the  state  are  con- 
sidered as  incompetent  parties.  Lack  of  knowledge  of  the  facts  on 
the  part  of  the  concern  will  be  no  excuse. 

The  terms  and  substance  of  the  contract  must  be  definite. 
Customers  are  often  lost  because  conditions  and  terms  were  not  made 
sufficiently  clear  to  them  at  the  beginning.  In  addition  there  must 
be  a meeting  of  minds  from  a legal  point  of  view;  otherwise  the 
other  party  to  the  transaction  cannot  be  held  responsible. 


Needless  to  say  that  an  agreement  based  on  an  illegal  object 
would  not  be  a good  agreement.  Agreements  against  public  policy 
whether  criminal  or  not  cannot  be  enforced  and  would  generally  be 
of  no  effeot. 

The  agreement  must  have  consideration  and  must  be  equally 
binding  on  both  sides  of  the  transaction.  Uncompleted  gifts  or 
promises  to  give  or  do  something  without  doing  or  giving  of  some- 
thing else  in  return  are  unenforceable.  Payment  of  money  to  bind 

— a bargain  is  generally  a good  consideration^but  a promise  for  a 
promise,  a promise  for  an  act,  or  an  act  for  a promise  would  also 
constitute  a good  consideration. 

The  law  requires  that  certain  transactions  or  agreements  be  in 
writing;  otherwise  they  cannot  be  enforced.  Agreements  for  the 

— sale  of  goods,  generally  for  more  than  v500,must  comply  with  one 
or  more  of  three  requirements  as  follows: 

1.  There  must  be  a writing  or  a memorandum  in  writing  and 
signed  by  the  party  who  refuses  to  carry  out  the 
transaction. 

2.  Tart  of  the  goods  must  be  delivered  and  accepted  by  the 
other  party. 

3.  Something  to  bind  the  bargain  must  be  given  in  earnest. 
Part  payment  would  suffice. 

5.  Recording  the  Transaction. 

Business  transactions  should  be  reoorded  as  briefly  and  as 
clearly  as  possible.  In  fact,  bookkeeping  may  be  called  the 
"shorthand”  of  recording  business  transactions.  Clearness  however 
should  always  prevail  over  briefness.  Figures,  generally,  do  not 
explain  themselves,  therefore  some  explanation  must  be  made  to 
explain  each  transaction  as  soon  as  recorded.  An  example  will 
prove  the  importance  of  adequate  explanation. 

Several  years  ago,  the  writer  was  called  in  a court  case  to 
testify  as  to  the  correctness  of  certain  transactions  which  were 
claimed  to  be  fraudulent.  The  records  in  question  had  been  made 
between  1914  and  1921  and  the  employee  who  actually  made  the  records 
could  not  be  found.  In  going  through  the  books  a few  transactions 
were  found  to  be  without  adequate  explanation.  The  writing  of  the 
explanation  clearly  may  have  taken,  at  the  outside,  a few  additional 
minutes.  To  trace  the  source  of  these  transactions  in  court  satis- 
factorily, however,  took  twenty-six  hours  of  the  writer ’s  time. 

The  expense  involved  was  approximately  *1*700  used  to  pay  a master, 
(the  oase  being  an  equity  or  master’s  case),  two  attorneys,  two 
accountants,  and  a stenographer. 

6*  The  Account. 

The  account  is  a device  through  which  every  business  transaction 
is  recorded.  It  classifies  items  of  like  character.  All  the  items 
which  are  listed  in  the  balance  sheet  and  profit  and  loss  statement 
are  called  accounts.  For  instance  in  the  cash  account  is  recorded 
all  the  cash  that  is  received  and  all  that  is  paid  out.  As  the 
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account  has  two  sides,  positive  items  or  receipts  are  recorded  on 
one  side  and  negative  items  or  payments  are  recorded  on  the  other 
side.  The  difference  between  the  receipts  and  payments  represents 
the  cash  on  hand  and  in  bank.  The  creditor’s  account  contains  the 
amounts  owed  him  for  goods  purchased  on  one  side  and  payments, 
returns,  allowances,  etc.,  on  the  other  side.  The  difference  be- 
tween the  two  sides  represents  the  amount  due  the  creditor. 

The  assets  contain  the  largest  amounts  on  the  left  side,  while 
the  liabilities  and  net  worth  items  contain  the  largest  amounts  on 
the  right  hand  side.  In  short,  accounts  are  so  kept  that  the 
larger  side  will  be  the  side  which  appears  in  the  trial  balance. 

7.  The  Debit  and  Credit  (Rule). 

The  theory  of  debit  and  credit  is  that  for  every  debit  there  is 
an  equal  credit  and  vice  versa.  Each  transaction  involves  an  equa- 
tion. This  equation  may  contain  one  or  more  member  on  each  side  of 
the  equation,  but  in  all  cases  the  two  sides  must  be  equal.  In 
accounting  and  in  bookkeeping  the  debit  or  charge,  as  it  is  fre- 
quently called,  is  synonymously  used  for  the  left  hand  members  and 
the  credit  for  right  hand  members  of  the  equation.  Therefore,  in- 
stead of  thinking  and  speaking  of  left  and  right  hand  items  of  a 
business  transaction,  we  speak  of  debit  and  credit  items. 

Statement  of  Debit-Credit  Rule 


Debit 


Creciit 


1.  Increase  of  Assets 
3.  Decrease  of  liabilities 
5.  Decrease  of  net  worth 


2.  Decrease  of  assets 
4.  Increase  of  liabilities 
6.  Increase  of  net  worth 


The  rule  may  be  restated  in  a simpler  form  as  follows  $ 

Debit 


1.  Property,  services,  expense  and  any  other  value 
received  by  the  concern. 

2.  Reoeiver  or  receivers  of  any  property,  services,  or 
other  value. 

Credit 

1.  Property,  services,  or  other  value  given  or  rendered 
by  the  concern. 

2.  Giver  or  givers  of  any  property,  services,  or  other 
value. 

To  Illustrate  the  above  rules,  the  following  examples  are  used: 

1.  Cash  invested  by  J.  Clarke,  proprietor  *>10*000 

2.  equipment  purchased  for  cash  *2,000 

3.  Rent  paid  by  business  *500 

4.  Purchased  merchandise  for  cash  *3,000 

5.  Purchased  merchandise  from  Jones  & Co.  (to  be  paid 
in  30  days)  ^5,000 
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6.  ^old  merchandise  for  cash  *>2,500 

7.  Sold  merchandise  to  Smith  & Sons  (to  be  paid  in 
30  days)  ^3,500 

8.  Paid  for  salaries  and  other  expenses  v?00 


Equation 

Debits  Equals  Credits 


1. 

Cash  (Received) 

CIO, 000 

1. 

J. Clarke- 

■capital(Civer) 

CIO, 000 

2. 

Equipment  (Received) 

2,000 

2. 

Cash 

(Given) 

2,000 

3. 

Rent  (Use  Received) 

500 

3. 

Cash 

(Given) 

500 

4. 

Merchandise  (Received) 

3,000 

4. 

Cash 

(Given) 

3,000 

5. 

Merchandise  (Reoeived) 

5,000 

5. 

Jones  & 

Co. (Giver) 

5,000 

6. 

Cash  (Received) 

2,500 

6. 

Her ehandi se ( Given ) 

2,500 

7. 

Smith  & Sons (Receiver) 

3,500 

7. 

Mer  chand ise ( Given ) 

3,500 

8. 

Expenses (Service  received)  700 

8. 

Cash 

(Given) 

700 

S2772OT 

8.  Determining  what  to  Debit  and  Credit. 


As  soon  as  a transaction  is  entered  into,  but  before  any  record 
is  made  therefor,  the  debit  and  credit  must  be  determined.  In  doing 
this,  the  two  sided  effect  of  the  transaction  should  be  foremost  in 
the  bookkeeper’s  mind.  It  will  affedt  at  least  two  items  through  in- 
crease and  decrease. 

To  make  the  point  clear,  the  ei^it  transactions  given  in  the 
preceding  section  will  be  used  here.  The  figures  in  parentheses  rtf  er 
to  the  figures  used  in  the  Statement  of  Debit  and  Credit  Pule  in 
Section  7 above. 

— 1.  This  transaction  affect^ cash  and  net  worth.  It  increases 
cash  and  proprietorship  by  *>10,000.  Increase  of  assets  (1) 
Increase  of  net  worth  (6). 

2.  The  Purchase  of  equipment  increases  assets  and  decreases 
assets.  It  does  not  affefct  totals  because  the  transaction 
represents  an  exchange  of  one  asset  for  another. 

Increase  of  assets  (1)  Decrease  of  assets  (2). 

3.  Rent  decreases  cash  and  decreases  net  worth.  i>ll  expense 
items  affect  net  worth  because  they  reduce  the  profit  for 
the  period. 

Decrease  of  net  worth  (5)  Decrease  of  assets  (2). 

4.  Merchandise  purchased  for  cash,  being  an  exchange  of  assets, 

— increases  assets  and  decreases  assets  within  the  sqme  group. 

Increase  of  assets  (1)  Decrease  of  assets  (2) 

5.  Merchandise  purchased  on  credit  increases  two  groups-assets 
and  liabilities  or  merchandise  and  accounts  payable. 

Increase  of  assets  (1)  Increase  of  liabilities  (4) 

6.  Cash  sales  increases  cash,  decreases  merchandise,  and 
usually  increases  net  worth.  The  amount  received  is  generally 
more  than  what  the  merchandise  cost  the  concern.  Until  the 
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merchandise  item  is  analyzed,  it  will  be  assumed  that 
merchandise  decreases  by  the  amount  received. 

Increase  of  assets  (1)  Decrease  of  assets  (2) 

7.  Goods  sold  on  oredit  increases  accounts  receivable  and 
decreases  merchandise. 

Increase  of  assets  (1)  Decrease  of  assets(2) 

8.  Payment  of  expenses  decreases  net  worth  and  decreases 
assets  or  cash. 

Decrease  of  net  worth  (5)  Deorease  of  assets(2) 

If  the  cost  price  of  the  goods  sold  represented  75$  of  the 
sales  price,  transactions  G and  7 could  be  further  analyzed  as 
follows: 

6.  Sales  price  ^2, 500 

75 p of  sales  or  cost  equals  #1,875 
25$  of  sales  or  gross  profit  equals  *625 

This  could  be  recorded  by  increasing  ca3h  for  *2,500,  decreas- 
ing merchandise  for  *1,075,  and  increasing  net  worth  *625.  Net 
worth  is  used  here  because  it  is  the  final  resting  place  of  all 
profits. 

Increase  of  assets  (1)  Decrease  of  assets  (2) 

Increase  of  net  worth  (6) 

7.  Sales  price  #3,500 

75$  of  sales  or  cost  equals  ,2,625 

25$  of  sales  or  gross  profit  equals  *875 

Like  6,  this  could  be  recorded  by  increasing  accounts  re- 
ceivable *3,500,  decreasing  merchandise  *2,625,  and  increasing 
net  worth  ^875. 

The  separation  of  costs  and  profits,  however,  does  not  take 
place  after  each  transaction  because  it  would  be  a lengthy  and 
expensive  process.  It  is  done  at  the  end  of  each  period.  In 
practice  the  process  of  separation  is  simplified  by  keeping 
separate  records  or  accounts  for  purchases  and  sales. 

The  rule  for  debiting  and  crediting  may  now  be  summed  up  by 
saying  that  assets  are  debited  when  acquired  and  credited  when 
disposed,  liabilities  are  credited  when  incurred  and  debited  when 
paid, and  net  worth  is  credited  with  investments  and  income  and 
debited  with. withdrawals,  losses, and  expenses. 

9.  The  Ledger. 

The  ledger  Is  book  of  accounts,  --very  account  appearing  in 
the  trial  balance  is  kept  in  the  ledger.  Business  transactions 
are  classified  and  summarized  in  the  ledger  through  the  medium  of 
aocounts. 

The  ledger  accounts  are  divided  generally  into  real  and  nominal 
accounts  or  balance  sheet  and  profit  and  loss  accounts.  Real 
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accounts  are  subdivided  into  assets,  liabilities,  and  net  worth 
accounts.  The  nominal  accounts  are  generally  subdivided  into 

— income  and  expense  accounts,  which  are  resubdivided  into  gross  ln- 

— come,  cost  of  sales,  operating  expenses,  other  income., and  other 
charges  accounts. 

Ledger  accounts  generally  have  two  columns,  the  debit  and  credit. 
The  debit  column  is  usually  on  the  left  half  of  the  ledger  page  and 
the  credit  on  the  right  half  page.  La oh  side  or  half  contains 
places  ^r  columns  for  the  date,  explanation,  journal  folio  or  page 
usually  written  LF,  and  amount. 

The  ruling  of  the  standard  form  ledger  explained  above  is  as 
shown  below: 


Name  of  Account 


Year 

Date 

Explanation 

LF  Amount 

| 

1 Year 

T — 1 

Da  t e|  Exp  la  nation  LF 

Amt. 

and 

and 

Month 

Month 

10.  Opening  the  Ledger. 


In  actual  practice,  before  opening  the  ledger,  the  accounts  to 
be  kept  must  be  decided  upon.  The  accounts  needed  are  determined 
from  the  information  which  the  management  desires  for  the  proper 
administration  of  the  business.  Unless  the  ledger  contains  a well 
organized  system  of  accounts,  the  information  derived  from  it  will 
be  misleading  and  unreliable.  Therefore  preparatory  to  the  opening 
of  the  ledger,  a list  of  accounts  must  be  prepared  and  what  each 
account  must  be  debited  and  credited  for.  From  this  list,  the 
accounts  are  opened  in  the  ledger. 

11.  Adding  the  Ledger  Account. 

The  debits  and  credits  in  each  account  are  added  periodically. 
The  adding  should  always  be  done  with  a hard  and  pointed  pencil. 
Totals  are  placed  immediately  below  the  last  line  containing  figures. 
They  should  be  written  between  the  lines  so  that  these  pencil  totals  » 
will  not  interfere  or  be  confused  with  regular  figures. 

As  soon  as  the  debit  and  credit  columns  are  added  for  each 
account,  the  totals  are  transferred  into  the  explanation  spaces  of 
the  side  containing  the  larger  total  ana  tne  smaller  subtacted  from 
— - the  larger  total.  The  difference  between  the  two  totals  represent^ 
the  balance  of  the  account  in  question.  These  totals  and  subtrac- 
tions will  be  left  in  the  ledger  permanently  for  reference  and 
checking  purposes. 

The  following  account  will  illustrate  the  points  just  covered: 
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Cash 


12.  Proving  the  Ledger. 

The  general  rile  in  practice,  is  to  prove  the  ledger  at  the 
end  of  each  month.  The  medium  through  which  the  ledger  is  proved 
is  the  trial  balance.  The  trial  balance  does  not  prove  the  sub- 
stantial accuracy  of  the  accounts  but  it  proves  the  mathematical 
or  debit-oredit  equation.  «<hen  the  debits  agree  with  the  credits, 
the  trial  balance  is  said  to  be  correct. 

There  are  two  methods  of  preparing  the  trial  balance.  In 
one,  the  total  debits  and  the  total  credits  are  listed,while  in 
the  other,  only  the  balances  or  the  difference  between  the  debits 
and  credits  of  each  account  is  listed.  The  first,  although  useful 
in  some  respeot,  is  not  used  extensively  in  practice. 

These  two  forms  or  methods  may  be  illustrated  by  the  following 
example : 


— 
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J.  Lewis 


Trial  Balance,  June  50.  1930 


Totals  Balances 


Cash 

! 155,500 

152,950  2,550 

Real  -state 

25,000 

25,000 

Real  estate  Deoreoiation  Reserve 

4,200 

4,200 

Inventory,  January  1,  1930 

14,500 

14,500 

Equipment 

5,000 

5,000 

equipment  Depredation  Reserve 

1,150 

1,150 

Accounts  Receivable 

136,750 

120,900  15,850 

Reserve  for  Bad  Debt3 

200 

1,050 

850 

Accounts  Payable 

92,850 

104,350 

11,500 

Notes  Payable 

14,000 

20,000 

6,000 

Mortgage  Payable 

2,000 

12,000 

10,000 

J.  Lewis  - Capital 

5,000 

25,000 

20,000 

Sales 

1,000 

126,500 

125,500 

Sales  Returns  & Allowances 

1,500 

1,500 

Purchases 

93,800 

150  93,650 

Purchases  Returns  & Allowances 

950 

950 

Freight  on  lurchases 

1,280 

1,280 

Selling  Expenses 

6,320 

6,320 

General  expenses 

5,970 

5,970 

Salaries  & Aages 

7,130 

7,130 

Sales  Discounts 

610 

610 

Bad  Debts 

890 

890 

Purchases  Discounts 

840 

840 

Interests 

890 

150  1 740 

570,190 

! 160.990 

166,996 

If  the  trial  balance  columns  do  not  agree,  the  difference  should 
— first  be  found,  and  by  quickly  glancing  through  the  ledger  accounts 
for  an  amount  equal  to  this  difference,  the  omission  is  often  found, 
When  this  method  does  not  yield  results,  the  difference  may  be 
divided  by  two  because  if  an  amount  is  inserted  on  the  wrong  side 
the  difference  will  be  twice  that  entered  on  the  v^rong  side  in  the 
ledger  or  in  the  trial  balance.  An  inspection  of  the  trial  balance 
will  reveal  whether  the  mistake  is  therein;  otherwise  the  items  in 
the  ledger  must  be  oheoked.  The  difference  may  be  divisible  by  9, 
in  which  case  some  of  the  figures  were  probably  transposed,  For 
example,  v586  may  have  been  entered  as  -*856  or  *5658. 

In  case  the  ordinarv  and  s-i^nle  tests  do  not  uncover  the  errors, 
— * it  saves  time  tc  check  carefully  -he  entire  work.  There  are  numerous 
other  tests  which  coulu  ap^xa.ed,  but  the  writer  found  by  ex- 
perience that  although  theoretically  correct  they  do  not  work  satis- 
factorily in  practice, 

13.  weakness  of  Ledger  as  Only  Book  of  Record. 

The  ledger  would  be  the  most  satisfactory  and  reliable  single 
book  of  records.  But  be  it  ever  so  small,  a business  requires  more 
than  one  book  of  records.  As  a book  of  accounts,  it  conveys  the 
equation  idea  better  than  any  other  bookkeeping  book.  As  the  only 
bookkeeping  book,  it  would  however  prove  very  unsatisfactory  in 
practice. 
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with  no  other  record  book,  mistakes  vvould  be  difficult  to 
locate.  The  explanation  space  in  the  ledger  is  not  adequate  for 
ordinary  purposes.  The  other  or  opposite  side  of  each  transaction 
would  be  difficult  to  locate  especially  if  the  explanation  had  been 
omitted.  Frauds,  misappropriations,  etc.,  would  be  more  difficult 
to  uncover,  hot  more  than  one  person  could  be  working  on  the 
ledger  at  one  time, 

For  these  and  other  reasons  which  could  be  mentioned,  an 
additional  book  wherein  transactions  are  reoorded  into  debits  and 
credits  in  a chronological  order  is  used.  Thence  each  item  is 
transferred  to  the  lodger  at  some  convenient  time.  The  student, 
however, should  thoroughly  understand  the  function  of  the  ledger 
before  venturing  to  use  other  record  books, 

14.  I roblem  with  all  elements  Considered. 

The  following  simple  problem  is  presented  to  illustrate  the 
principles  covered  in  this  chapter. 

On  February  14,  1927  J.  R.  Connor  invests  #4,000  in  the 
retail  grocery  business.  The  transactions,  which  should  be  re- 
corded in  the  ledger,  for  the  remainder  of  the  month  are  as  shown 
below. 


February  15 

Paid  rent  of  store  for  one-half  month  to  February  28,  *125. 
Paid  for  the  store  furniture  and  fixtures  -#1,250. 

Purchased  a Ford  Truck  for  the  celivery  of  goods  ,3540. 
Purchased  merchandise  for  cash  -A, 500. 

Purchased  on  account  from  H.  Ball  & Co.  #500. 

February  19 

Sold  merchandise  for  cash  ,:450. 

Cold  Murphy  * s Lunch,  on  account  #75. 

February  21 

Paid  expenses  for  the  preceding  week  A10. 

Cash  sales  for  the  day  295. 

Cold  on  account  to  A.  Burke  95. 

Cave  check  to  K.  Ball  & Co.  for  500. 

February  23 

Cash  Sales  -#345. 

Purchased  on  account  from  H.  Ball  & Co.  #480. 

Pur chased  on  account  from  R.  Teel  & Co.  #500. 

February  26 

Sold  goods  for  cash  v365. 

Purchased  goods  for  cash  140. 

Received  from  Murphy’s  Lunch  on  account  50. 


/ 
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February  28 


Paid  to  R.  Teel  k Co,  on  account  ^200. 
Sales  made  for  cash  240, 
Sold  on  account  to  T,  Cirio  60, 
Paid  expehses  for  the  week  125. 


From  the  above  information  is  required: 

1.  Ledger  Accounts. 

2.  Trial  Balance. 


Cash 

-1- 

1927 

Feb. 

14 

19 

21 

23 

26 

26 

2G 

Investment 

Sales 

» 

n 

Murphy ?s  Lunch 
Cash  jsi*ao 

1927 

4,000  Feb.  15 
450  15 

295  15 

345  15 

365  21 

50  21 

. 240  26 

26 
28 

— - • — • 

Rent 

Store  x^quip. 
Del.  x,quip. 
Purchases 
Expenses 
K.Call  ^ co. 
Purchases 
R.Teel  & Co. 
jcpenses 

125 

1,250 

540 

1,500 

110 

500 

140 

200 

125 

^ cj  o 

A.  Burke 

“2— 

1927 

Feb. 

21 

Sales 

95 

• 

F.  Cirio 

— 3-» 

1927 

Feb. 

23 

Sales 

60 

Murphy *s  Lunch 

-4- 

1927 

Feb, 

19 

Sales 

V 

1927 

75  Feb.  26 

Cash 

50 

Store  equipment 

-5- 

1927 

Feb. 

15 

Cash 

1,250 

delivery  Lquipment 

—6— 

1927 

Feb. 

15 

Cash 

540 

v ' 

. . 
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H«  Ball  <Sc  Co* 

^ — — — — t r-,  . 3 

-7- 

1927 
Feb.  21 

Cash 

1927 

500  Feb.  15 

23 

R.  Teel  Sc  Go, 

Purchases 

it  „ u o 

0 

° 

500 

480 

9 ii  o 

-8- 

1927 

1927 

Feb.  28 

Cash 

200  Feb.  23 

1 ur chases  ^ o 

500 

- 

& 

J.  R.  Connor  - Ct 

ipital 

-9- 

1927 

Feb.  14 

wash  4 

,000 

Bales 

-*o- 

1927 

Feb.  19 

Cash  & 

450 

19 

L urphy^s  Lunch 

75 

21 

Cash 

295 

21 

A.  Burke 

95 

23 

Cash 

345 

26 

n 

365 

28 

Tt 

240 

28 

T.  Cirio 

60 

/.  ? Vo 

Purchases 

-11- 

1927 

Feb.  15 

Cash 

1,500 

15 

H.  Ball 

& 

Co. 

500 

23 

H.  Ball 

& 

Co. 

480 

23 

R.  Teel 

& 

Co. 

500 

26 

Cash 

140 

3 •yo 

Rent 

-12- 

1927 

Feb.  15 

Cash 

125 

General  ..xpenses 

-13- 

1927 

Feb.  21 

Cash 

no 

28 

n 

125 

>3 

. 

. 

. 
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J.  R.  Connor 


Trial  Balance, 

February  28,  1927 

ll 

Cash 

1,255 

2. 

A.  Burke 

95 

3. 

T.  Cirio 

60 

4. 

Murphy fs  Lunch 

25 

5. 

Store  Equipment 

1,260 

6, 

Delivery  Equipment 

540 

7. 

H.  Ball  & Co. 

480 

8. 

R.  Teel  & Co. 

300 

9. 

J.  R.  Connor  - Capital 

4,000 

10. 

Sales 

1,925 

ii  i* 

Purchases 

3,120 

13. 

Rent 

125 

13  f 

General  Expenses 

235 

6,705 

*“57735" 

Note  that  the  figures  appearing  in  the  extreme  left  hand 
column  represent  ledger  pages  to  correspond  to  the  page  number 
shown  in  each  account  in  the  ledger.  The  page  numbers  are  entered 
on  the  trial  balance  for  reference  purposes. 
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CHAPTER  VI 

GENERAL  BOOKS  OF  ACCOUNTS  (CONT. ) 


1.  Journal. 

The  journal  is  the  book  of  original  entry  which  contains  a brief 
statement  of  each  transaction  recorded  chronologically.  Each  trans- 
action is  analyzed  into  the  debits  and  credits.  The  proper  accounts 
or  titles  to  debit  and  credit  should  be  determined  for  each  trans- 
action in  order  to  allow  a correct  transfer  of  each  item  to  the 
corresponding  account  in  the  ledger.  The  journal  and  the  ledger  to- 
gether constitute  the  chief  record  books.  All  other  books  are 
generally  subdivisions  of  these  two  fundamental  books  of  record. 

The  regular  or  standard  journal  contains  columns  for  ledger 
folio  (L.F.),  space  for  account  names  and  explanation,  and  two  money 
columns.  If  dates  are  entered  on  the  left  hand  side  of  each  trans- 
action, another  column  will  be  added  for  them.  In  the  ledger  folio 
column  is  entered,  opposite  each  account  title,  the  page  number  of 
the  ledger  for  reference.  The  two  money  columns  are  divided  into 
a debit  and  a credit  column.  The  left  hand  column  is  used  for  debit 
items  and  the  right  hand  column  is  used  for  credit  items. 

The  use  of  the  journal  as  a book  of  original  entry  will  eliminate 
the  weakness  of  the  ledger  when  used  without  journal.  Unlike  the 
ledger,  the  journal  contains  a complete  story  or  description  of  each 
transaction.  Mistakes  can  be  located  more  easily.  Both  sides,  the 
debit  and  credit,  of  each  transaction  are  stated  in  the  same  place. 
Misappropriations  and  frauds  are  more  difficult  to  perpetrate  when 
the  journal  is  used.  More  than  one  person  may  work  on  the  books  at 
the  same  time,  at  least  for  part  of  the  time.  Items  in  the  journal 
need  not  be  transferred  at  any  particular  time.  They  may  be  trans- 
ferred at  the  most  convenient  time  of  the  cay. 

The  ruling  of  the  journal  is  generally  as  follows: 


Q 

— r— 4 - 

2. 

The  entry. 

The  process  of  making  entries  is  called  n journalizing" . It  in- 
cludes the  analysis  of  each  transaction,  determination  of  the  debit 
and  credit,  and  the  making  of  the  entry  in  the  journal.  In  writing 
the  entry,  the  account  to  be  debited  is  always  written  first  because 
the  debit  money  column  comes  first.  This  will  facilitate  reference 
and  simplify  transferring  of  each  item  to  the  ledger  with  the  possi- 
bility of  making  errors  reduced  to  a minimum.  The  credit  is  written 
on  the  line  following  the  debit  and  is  indented  about  three-eighths 
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of  an  inch.  The  location  of  tae  debit  and  credit  will  be  greatly 
aided  by  this  method. 

'he  standard  journal,  however,  contains  lines  showing  .here  the 
debit  and  credit  sho  *ld  be  written.  The  column  enclosed  by  the  two 
double  lines  is  reserved  for  the  ledger  folio.  The  debit  entry  is 
written  close  to  the  second  double  line  and  the  credit  i3  written 
close  to  the  first  single  line  to  the  right  of  tae  ledger  folio 
column.  The  second  single  line  from  the  left  is  used  as  the  beginn- 
ing of  tie  explanation.  The  correct  form  of  journal  entry  can  oe 
proved  by  placing  a ruler  on  the  first  single  line  and  if  part  of 
tie  debit  entries  appear  uniformly  on  the  left,  the  debits  are  in 
the  right  place.  3y  moving  the  ruler  to  the  next  line  on  tne  rignt 
the  credit  entries  may  likewise  be  proved.  Alignment  of  the  explana- 
tions may  be  tested  in  a similar  manner.  If  the  journal  used  does 
not  have  actual  lines  as  explained,  imaginary  lines  should  replace 
the  actual  lines  in  order  to  maintain  the  desired  miforrnity  in  the 
form  of  the  entry,  Uniformity  of  form  generally  aids  accuracy  of 
results. 

The  following  i3  assumed  to  illustrate  the  form  of  journal 
entries: 


July  1,  1930 


Cad 

h 

— — 

10,000 

_ 

J. 

Mar 

shall-Inves  tment 

10,000 

- 

To 

record  the  propr i ertor' s 

investment  at  beginning  of 

business 

-i- 

- 

Rent 

500 

- 

Cash 

500 

- 

To 

record  payment  of  rent  for 

F 

July 

In  making  journal  entries,  month,  date, and  year  need  not  be 
repeated.  The  date  should  of  course  oe  written  on  tne  line  pre- 
ceding etch  entry.  At  the  beginning  of  each  page,  however,  the 
month,  date,  and  year  should  always  be  repeated.  Unless  tnis  is 
done,  dates  v ould  have  to  be  traced  from  tne  first  page  of  the 
journal.  This  of  course  will  waste  time. 

3.  The  Explanation. 

The  importance  of  tne  explanation  requires  no  comment  to  the 
experienced  students,  but  to  the  novice  it  cannot  be  emphasized 
too  strongly.  Too  often  entries  are  inadequately  explained  oy  the 
average  bookkeeper  even  in  practice.  Unless  the  ex  lunation  clearly 
and  unmistakeably  explains  the  transaction  from  it3  source,  any 
writing  would  be  valueless.  For  instance,  an  explanation  which  does 
not  help  the  reader  to  determine  how  the  amount  was  arrived  at, 
would  be  clearly  inadequate.  Interest  may  be  received  or  paid  and 
the  explanation  may  simply  state  that  interest  was  received  or  paid. 
That  i3  all  right  as  far  as  it  goes,  but  it  doe3  not  tell  from  whom 
and  wuat  source  the  interest  was  derived.  leither  doe3  it  give 
information  to  enable  one  to  check  the  accuracy  of  the  calculation. 
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Laok  of  proper  explanation  may  provide,  especially  in  smaller  con- 
cerns, a good  source  of  fraud  and  misappropriation. 

From  what  has  been  said,  however,  it  must  not  be  assumed  that 
explanations  ni&d  be  unnecessarily  long  and  wordy.  The  shorter  the 
better,  provided  they  are  clear  and  contain  the  necessary  informa- 
tion. In  fact,  there  are  many  entries  which  are  self-explanatory. 

A cash  sale  or  purchase  transaction  would  not  need  an  explanation 
because  no  explanation  could  give  any  more  information  regarding  the 
transaction.  Be  it  remembered  therefore  that  the  non-recurring  and 
unusual  transactions  are  those  which  mostly  need  complete  and  clear 
explanations.  The  ability  to  write  brief,  complete  and  clear  ex- 
planations can  however  be  acquired  only  through  diligent  and  con- 
stant practice. 

4.  Posting  or  Transferring  the  Journal  Entry. 

Technically  speaking,  the  process  of  transferring  entries  from 
the  journal  to  the  ledger  is  called  posting,  entries  should  be 
posted  at  a fixed  and  definite  time  each  day.  The  best  method 
perhaps  is  to  begin  at  a time  of  the  day  calculated  to  enable  the 
clerks  to  complete  the  posting  of  transactions  which  took  place  in 
,-that  day  to  the  time  posting  is  begun.  For  instance,  if  closing 
time  is  five  o’clock  and  the  posting  takes  about  three  hours§,  the 
time  to  begin  posting  would  be  two  o’clock.  In  this  case,  the  day 
— closes  for  bookkeeping  purposes,  it  two  o’clock, and  all  the  trans- 
actions which  take  place  after  this  hour  will  be  recorded  in  the 
following  day. 

There  are  different  methods  of  posting  entries  to  the  ledger. 

Debits  and  credits  in  each  entry  may  be  posted  chronologically. 

The  debits  may  be  posted  first  followed  by  the  posting  of  the  credits. 
All  the  items  affecting  each  account  may  be  posted  at  one  time.  The 
experience  of  the  writer  has  been  that  posting  all  the  debits  on  one 
page  first  and  the  credits  on  that  same  page  next  proved  to  be  the 
best  method.  However,  the  nature  of  the  work  and  the  individual 
doing  the  work  must  be  taken  into  consideration. 

5.  Journal  and  Ledger  Folios  as  Cross  Reference. 

Regardless  of  the  method  followed  in  posting,  it  is  of  prime 
importance  that  as  each  item  is  posted,  the  ledger  folio  is  entered 
in  the  folio  column  of  the  journal  on  the  same  line  with  the  item 
which  is  being  posted.  At  the  same  time,  the  journal  folio  must 
be  entered  in  the  folio  column  in  the  ledger  on  the  corresponding 
line  with  the  amount  posted.  In  the  journal  the  number  of  the  ledger 
page  only  need  be  entered,  while  in  the  ledger  in  addition  to  the 
jourhal  page  the  initial  of  the  book  or  journal  should  be  written 
in  the  explanation  space  on  the  left  of  the  journal  page  number.  In 
this  case  "J"  will  suffice  for  our  purposes. 

The  purpose  of  ledger  and  jourhal  folios  is  to  provide  a cross 
reference  from  the  ledger  to  the  journal  and  vice  versa,  without 
folio  reference,  any  reference  would  be  slow  and  often  misleading 
especially  if  more  than  one  book  of  original  entry  is  used. 

6.  Preparing  the  Trial  Balance. 

The  trial  balance  is  prepared  to  prove  the  equation  or  mathematical 
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accuraoy  of  the  ledger.  Debits  and  credits  In  each  account  are 
added,  s all  pencil  totals  are  written  between  the  lines  immediately 
following  the  last  item,  and  the  difference  found.  Balances  are 
found  in  the  explanation  space  of  the  ledger.  The  total  debits 
and  credits  are  copied  on  the  side  containing  the  larger  total  and 
the  smaller  subtracted  from  the  larger.  All  this  should  be  done 
•in  pencil.  If  an  account  contains  either  debits  or  credits, 
it  would  be  advisable  to  carry  the  total  in  tne  explanation  space 
where  the  computation  would  be  made  if  the  account  contained  both 
debits  and  credits.  This  will  facilitate  the  preparation  of  the 
trial  balance. 

After  the  balance  of  each  account  has  been  found,  a list  of 
balances  is  prepared  on  a sheet  of  journal  paper.  In  practice,  a 
trial  balance  book  is  used  for  this  purpose.  As  items  are  listed, 
the  ledger  folio  of  each  account  should  be  entered  in  the  folio 
oolumn  opposite  the  account  concerned.  Although  the  primary  function 
of  the  trial  balance  is  the  proving  of  debits  and  credits,  statements 
at  the  end  of  each  period  are  generally  prepared  from  the  trial 
balance.  It  provides  a convenient  source  of  information. 

Additional  information  on  this  point  may  be  found  in  Chapter  V, 
Section  12. 

7.  Transactions  Involving  Discounts. 

entries  to  record  purchases,  sales,  cash  reoeipts,  and  cash  pay- 
ments are  simple  and  require  very  little  additional  explanation. 

Many  of  the  transactions,  however,  involve  the  handling  of  discounts 
which  the  concern  offers  customers  and  creditors  allow  to  the  concern 
for  the  payment  of  bills  and  invoices  within  the  credit  terms.  Sales 
and  purchases  may  be  made  on  2/10,  1/30,  N/60  and  other  terms.  This 
means  that  if  the  transaction  is  settled  within  ten  days,  2£  is 
deducted  from  the  bill  or  invoice  price  when  payment  is  made.  If 
payment  is  made  after  ten  days  but  before  thirty  days,  IS  is  deducted 
as  discount.  Payments  made  after  thirty  days  must  be  for  the  full 
amount  of  the  bill  or  invoice.  Strict  adherence  to  credit  terms  is 
desirable  but  in  practice  they  are  often  abused^ especially  in  de- 
pression periods  or  in  buyers’  markets. 

The  rule  which  can  be  applied  to  the  recording  of  transactions 
involving  discounts  is  that  the  discount  will  always  appear  on  the 
same  side  with  cash.  Hence,  when  cash  is  received,  the  discount 
would  be  debited  and  represents  a sales  discount.  Conversely,  when 
oash  is  paid  out,  the  discount  is  credited  and  represents  a purchases 
discount.  The  above  principles  will  be  illustrated  by  the  following 
transact ions: - 

1.  Sold  on  2/10,  N/30  merchandise  for  *>3 *500 

2.  Purchased  on  3/5,  1/30,  N/60  goods  for  *4  >2.00 

3.  Sold  merchandise  on  2/10,  1/20,  N/30  ^1*300 

4.  Purchased  on  2/10,  1/30,  N/60  .$1,500 

Assuming  that  in  all  of  the  four  examples  settlements  took  place 
within  10  days,  the  entries  would  appear  as  follows: 
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-1- 

TTn  'T  " ~~  “ 

Cash  3,430 

Dales  Discounts  70 

Customer’s  Name 

Received,  payment  for  bill  of  (date  here) 
less  2%  discount 


3,500 


T 


-2- 

Creditor’s  Name 
Cash 

Purchases  Discounts 

Paid  invoice  of  (date  here)  less 
3$  discount 


4,100 


3,977 

125 


-3- 


Cash 

Sales  Discounts 
Customer’s  Name 

Received  payment  for  bill  of  (date  here) 
less  2/o  discount 


1,274 

26 


1,300 


-4- 


Creditor’s  Name 
Cash 

Purchases  Discounts 

Paid  invoice  of  (date  here)  less 
24  discount 


1,500 


1,470 

30 


8*  Transactions  Involving  Notes. 


Notes  constitute  a very  important  instrument  of  credit  today. 
A larger  proportion  of  the  automobiles,  pianos,  furniture,  farm 
implements,  radios,  etc.,  are  sold  on  the  installment  plan  and  a 
series  of  monthly  notes  are  generally  given  in  payment  therefor, 
—Therefore  the  recording  of  notes  forms  in  many  concerns,  a very 
important  part  of  the  work  of  the  accounting  department. 


Notes  may  be  interest  or  non-interest  bearing.  If  the  notes 
bear  interest,  it  must  be  so  stated  on  the  face  of  the  notes,  when 
they  do  not  bear  interest,  no  mention  need  be  made  of  it  and  at 
maturity  only  the  amount  stated  on  the  face  of  the  note  will  be 
paid.  Instead  of  having  interest  bearing  notes,  sometimes  notes 
are  made  out  for  the  amount  due  plus  interest,  in  which  cases  no 
further  mention  should  be  made  about  interest  on  the  face  of  the 
not  es . 


Trade  acceptances  and  drafts  may  be  handled  like  notes.  On  the 
other  hand,  separate  accounts  may  be  kept.  In  either  case,  however, 
the  principles  involved  are  the  same.  For  present  purposes  trade 
acceptances  and  drafts  will  be  handled  as  notes. 

To  illustrate  the  principles  involved  here,  the  following  trans- 
actions will  be  assumed:- 
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1.  Sold  to  Pond  & Kills  goods  for  *>2,500 

2.  Purchased  goods  from  Gilbert  & Son  4,600 

3,  Sold  goods  to  J.  L.  Howard  800 

4,  Sold  to  Maoy  & Clarke  goods  for  1,400 

5.  Purchased  from  Jackson  Bros,  2,000 

6,  Sold  merchandise  to  Nelson  & Potter  1,500 


7.  Pond  & -Ills  gave  us  in  payment  of  transaction  No.  1,  a 

30  day  non-interest  bearing  note  dated  July  1,  1930. 

8.  Gave  a 60  day  interest  bearing  note  ciated  July  4,  1930 

in  payment  of  transaction  No.  2. 

9.  Received  30  day  note  dated  July  6,  1930  in  payment 

of  transaction  No.  3.  A discount  of  2/^  has  been 
allowed. 

10.  deceived  a 30  day  non-interest  note  for  ^800  and  cash 

for  balance  of  transaction  No.  4 on  July  8,  1930. 
Discount  of  2#  is  allowed  on  cash  payment. 

11.  Gave  60  day  note  for  <^1,000  and  cash  for  balance  of 

transaction  No.  5 on  July  10,  1930. 

12.  Received  60  day  note  for  amount  due  plus  interest  on 

July  12,  1930  for  transaction  No.  6. 

13.  Pond  & Ellis  paid  note  and  interest  when  due.  See 

Transaction  No.  7. 

14.  Paid  our  60  day  note  for  Transaction  No.  8. 

15.  J.  L.  Howard  failed  to  pay  note  when  due.  See 

Transactions  Nos.  3 and  9. 

16.  Received  *>500  in  payment  of  note  shown  in  Transaction 

No.  10  and  v300,  30  day  interest  note  for  the  balance 

of  the  old  note. 

17.  Paid  note  of  Transaction  No.  11. 

18.  Received  payment  for  note  of  Transaction  No.  12. 

19.  J.  L.  Hov/ard  is  insolvent  and  nothing  could  be  collected 

on  his  account,  therefore  the  account  is  written  off 
the  books. 

In  preparing  the  entries  for  the  above  transactions,  dates 
will  be  disregarded  and  the  transaction  numbers  will  be  used  in 
the  place  of  dates. 


Pond  & Kills 
Sales 

Sold  on  account 


-1- 


-2- 


Purchases 

Gilbert  & Son 

Purchased  on  account 


-3- 


J.  L.  Howard 
Sales 

Sold  on  account 


2,500 


4,600 


800 


2,500 


4,600 


800 


. 


• • 


. 

. 

. 


. 


1 


-4- 


Macy  & Clarke 
•^ales 

Sold  on  account 


Purchases 

Jackson  Bros, 

Purchased  on  account 


Nelson  & Potter 
Sales 

Sold  on  account 


-5- 


-6- 


-7- 


Notes  Receivable 
Pond  & Ellis 

Received  30  day  note  dated  7-1-30 


1,400 


2,000 


1,500 


2,500 


-8- 

Gilbert  & Son 
Notes  Payable 

Gatre  60  day  interest  note  dated  7-4-30 

-9- 

Notes  Receivable  784 

Sales  Discounts  16 

J.  L.  Howard 

Received  30  day  note  dated  7-6-30 
for  bill  of  No. 3,  less  Z/o 

-10- 

Notes  Receivable  800 

Cash  588 

Sales  Discounts  12 

Macy  & Clarke 

Received  30  day  note  dated  7-8-30  and 
cash  less  Z/o  for  balance  for  bill 
of  No.  3. 


-11- 

Jackson  Dros. 

Notes  Payable 
Cash 

Gave  60  day  note  dated  7-10-30  and 
cash  for  balance  for  invoice  of  No. 5 


2,000 


73. 


1,400 


2,000 


1,500 


2,500 


800 


1,400 


1,000 

1,000 


■ 


■ 

• • 


. 


.. 


■ 


* 
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-12- 

Notes  Receivable 
Nelson  & Potter 
Interest  Income 

Received  60  day  note  for  amount  :>f 
bill  of  No.  6 and  interest 

-13- 

Cash  2,500 

Notes  Receivable 

Received  payment  for  note  of  Pond  & Ellis 
due  today  (^ee  No.  7) 

-14- 

Notes  Payable 
Interest  expenses 
Cash 

Paid  note  to  Gilbert  & Son  with  60  days 
interest  due  today  (See  Nos.  2 and  8) 

-15- 

J.  L.  Howard  800 

Notes  Receivable 

Note  due  today  charged  back  to  his 
account  for  failure  to  pay  when  due 
(See  Nos.  3 and  9) 

-16- 

Cash 

Notes  Receivable 
Notes  Receivable 

Received  ^500  in  cash  and  s300,  30  day 
interest  note  for  note  of  I/.acy  & Clarke 
due  today  (*^ee  Nos.  4 and  10) 

-17- 

Notes  Payable  1,000 

Cash 

Paid  note  to  Jackson  -Bros,  due  today 
(See  Nds.  5 and  11) 

-18- 

Cash  1,515 

Notes  Receivable 

Received  payment  from  Nelson  & Potter 
for  note  aue  today  (See  Nos.  6 and  12) 

-19- 

Loss  from  Bad  Accounts  800 

J.  L.  Howard 

To  record  latter  account  charged  off 
as  bad.  (See  Nos.  3,  9 and  15) 


500 

300 


4,600 

46 


1,515 


1,500 

15 


2,500 


4,646 


800 


800 


1,000 


1,515 


800 


- 

. 


* 


* 


, . 


- - 

• ; •*: 


• 

. 


1 


. 


From  the  above  trans:  ctions  a rule  may  be  evolved.  That  is, 
that  in  recording  collections  and  payments  of  interest  bea.ri.ig 
notes,  tae  interest  income  or  expense  will  always  follow  tne  notes. 

oen  notes  are  debited,  interest  is  likev iae  debited  and  vice  versa, 
debits  and  credits  for  interest  are  determined  by  knowing  whether 
they  apply  to  notes  receivable  or  payable.  otes  receivable  earn 
interest  income  and  notes  payable  incur  interest  expense.  Further- 
more, interest  expense  is  a debit  and  interest  income  a credit. 

9.  Discounting  and  Recording  Notes. 

Discounting  and  recording  transactions  involving  notes  may  be 
divided  into  those  dealing  with: 

1.  dotes  payable 

2.  otes  receivable 

These  notes  may  be  resubdivided  int  : 

1*  Interest  herring  notes 

2.  Non-interest  bearing  notes 

As  a general  rule  every  business  enterprise  needs  to  borrow 
from  its  bank  at  some  time  within  the  business  yer r.  Because  tie 
prevailing  rule  of  banks  is  to  loan  money  only  on  some  kind  of 
notes,  concerns  desiring  to  borrow  from  a b?  nk  must  make  ut  the 
notes  payable  to  the  order  of  tne  bank  in  question.  The  ot nk  will 
advance  to  the  concern  the  aununt  stated  on  t ie  face  of  tne  note 
less  the  discount  or  the  interest  for  t ie  time  tne  note  has  to  run. 

ccosionally,  however,  banks  make  loans  on  demand  notes,  in  such 
cases,  the  bunk  will  advance  the  amount  shown  by  t *e  note  and  the 
interest  would  be  paid  usually  at  the  end  of  each  month.  s demand 
notes  require  no  special  treatment,  nothing  further  need  be  3aid. 

Before  taking  up  any  detailed  discussion  of  tne  subject,  the 
student  should  acquaint  himself  with  some  short  method  of  computing 
interest.  For  tae  benefit  of  t lose  who  may  not  be  familiar  \ ith 
any  s ort  method  of  calculating  interest  quickly  and  accurately, 
tae  so  called  " 60day  method”  is  herewith  presented. 

Tae  method  will  apply  equally  well  to  determine  discounts  and 
interest,  noth  discount  and  interest  represent  money  paid  for  tie 
use  of  mone^ • The  term  discount,  however,  is  more  accurate  when 
used  in  connection  with  interest  paid  in  advance. 

The  rule  may  be  stated  as  follows; 

To  find  the  interest  at  6 on  any  amount  for — - 

6 days  place  the  decimal  point  three  places  to  the  left 

»*  » » ” n two  H w * *» 

n !i  *»  n n one  ” k » (i 

" the  interest  equals  the  principal. 

If  the  interest  for  les3  than  6 days  is  resired,  fractional 
parts  of  the  six  days’  interest  can  easily  be  found  and  added  to 
or  subtracted  from  the  amount  in  question. 


60 

600 

6000 


• . \ 

. 
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»jhen  the  interest  rate  is  more  or  less  than  6$,  the  interest, 
under  this  method,  should  first  be  found  for  6$.  If  the  rate 
desired  is  7^,  add  one  sixth  of  itself;  if  5%,  subtract  one  sixth; 
if  4 subtract  one  fourth;  if  7 add  one  fourth  to  the  amount, 

etc. 


In  discounting  a note,  the  proceeds  is  found  by  deducting  the 
amount  of  the  discount  or  interest  from  the  face  of  the  note.  For 
instance,  in  discounting  a <#5,000  note  for  63  days  at  6^,  the  pro- 
ceeds will  be  determined  as  follows: 


Amount  of  note  #5,000 

Less-Discount : 

60  days  discount  equals  #50.00 
3 " " equals 

1/2  of  6 or  2.50 

Total  discount  52.50 

Proceeds  or  cash  which  bank  will  advance.  . . 4,M7 .50 


The  entry  to  record  the  note  is: 

Cash  4,947.50 

Bank  Discounts,  Prepaid  Interest,  or 

Interest  expenses  52.50 

Notes  Payable  #5,000 


To  record  note  discounted  for  63  days  at  6%. 

A note  receivable  which  bear  interest,  may  be  discounted  either 
on  the  date  the  note  is  received  or  subsequent  thereto.  In  each  case 
the  interest  for  the  term  of  the  note  is  computed  end  added  to  the 
face  of  the  note.  The  discount  may  then  be  found  by  determining  the 
interest  on  the  note  plus  the  interest  from  the  date  the  note  is 
discounted  to  the  maturity  of  the  note.  Assuming  that  two  notes 
receivable,  one  for  <#4,000  and  another  for  #2,500  were  discounted, 
both  are  made  out  for  90  days  and  one  bears  interest  at  6^  and  the 
other  at  5$.  The  discount  rate  is  6 p*  The  notes  were  discounted, 
one  on  the  date  of  receipt  and  the  other  45  days  after  date  of  re- 
ceipt. 

1.  Amount  of  note  <#4,000 

Add- Interest : 

60  days  at  6$  <#40 

30  days  at  6$  20  60 

Face  of  note  plus  90  days  interest  at  6>£  4,005  ' 

Less-Discount : 

60  days  at  6 % 40.60 

30  " " " 20.50 60.90 

3,999.10 


Proceeds  or  amount  received  by  concern 


- 
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2.  amount  of  note 
Add-Int erest : 

60  days  at  6$  <*.25  #00 

30  " " " 3J2.50 

Total  Interest  at  6%  37.56 

Less-1/6  of  amount  6.25 

90  days  interest  at  5% 

Face  of  note  and  90  days  interest  at  5# 
Less-Discount : 

30  days  at  6 % 12.66 

15  n " " 6.33 


Proceeds  or  amount  received  by  concern 

entries  made  by  concern 


<*>2 , 500 


31.25 

27531725- 


18.99 

"2751S.SS 


1- 


Cash  3,999.10 

Bank  Discount,  Prepaid  Interest,  or 

Interest  Expenses  60.90 

Notes  Receivable  Discounted 
Interest  Income 

To  record  90  days  interest  note 
receivable  discounted  for  90  days  at  6% 


4,000.00 

60.00 


-2- 


Cash  2,512.26 

Bank  Discount,  Prepaid  Interest,  or 

Interest  Expenses  18.99 

Notes  Receivable  Discounted 
Interest  Income 

To  record  90  days  5/j  note  receivable 
discounted  for  45  days  at  6# 


2,500.00 

31.25 


The  account  used  for  the  bank  discount  account  or  equivalent 
depends  largely  on  the  system  of  accounts  used  by  the  concern.  The 
final  result  vjould  be  the  same  regardless  of  the  account  used  at 
the  time  the  notes  are  discounted. 


Some  bookkeepers  and  accountants  would  record  the  two  notes 
receivable  discounted  above  as  follows: 


-1- 


Cash 

3,999.10 

Interest  Expenses 

.90 

Notes  Receisrbble  Discounted 

4,000 

To  record  90  day  interest  note 
for  90  days  at  6$: 

discounted 

Discount  on  ^4,060 

60.90 

Interest  on  *;4,000 

60.00 

Interest  Expenses 

— 75U 

*- 


- 


! 

- 


. 


- - 

. 


< 


. 

. 


‘ 
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Cash 

Notes  Receivable  Discounted 
Interest  Income 

To  record  90  days  5$  interest  not 
for  45  days  at  6/&: 

Interest  on  #2,500  at  5% 
Discount  (45  days)  on 
#2,531.25 
Interest  Income 


2,512.26 

discounted 

31.25 

18.99 

"im 


2,500 

12.26 


In  so  far  as  final  result  is  concerned,  it  would  be  the  same. 
That  is,  the  final  result  considered  in  terms  of  net  profit  would 
not  be  at  all  different;  but  if  only  the  net  profit  needs  be  known 
by  a concern,  no  nominal  accounts  would  be  kept.  Often  the  items 
within  a group  are  more  important  than  mere  results.  In  this  case 
expenses  are  wiped  out  by  income, and  the  detail  which  frequently 
aids  the  management  in  the  proper  administration  of  the  enterprise 
would  be  lacking.  It  is  a good  polic  always  to  show  sources  of 
income  and  expenses. 


10.  Problem  with  all  elements  Considered. 


The  assets  and  liabilities  of  the  Elite  Furniture  Co.  on 
January  1,  1929  are  as  foil  ws: 


Cash  #1,500 

Accounts  Receivable: 


A 3ond 

#350 

H.  Canfield 

640 

C.  Pope 

480 

Chandler  c Co. 

1.200 

2,670 

Notes  Receivable 

5,000 

Inventory 

27,580 

Real  estate 

27,000 

Equipment 

3,000 

Notes  Payable 

8,000 

Accounts  Payable: 
Paine  & Co. 

2,340 

Stone  Bros. 

4,250 

Merrill  & Sons 

3.100 

9,690 

J.  Elite-Capital 

45,000 

J.  Elite-Personal 

4,060 

Transactions  for  January: 

January  5 

Cash  Sales  for  the  day  #450. 

Paid  #1,000  note  due  today  with  60  days  interest, 
deceived  on  account  from  A.  Bond  #200. 

Received  60  day  interest  note  from  Chandler  & Co.  for 
balance  of  January  1. 


January  5 


Cash  sales  for  the  day  #381 


■ 

•f 

■ 


. 


. 


- 


- - 

» 
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January  8 

Issued  checks  to  Paine  5c  Co.  for  amount  due  less  1 discount, 
and  to  Stone  Bros,  in  full  payment  to  date  less  2$  discount. 
Merchandise  sold  for  cash  vl,843. 

Discounted  Chandler  5c  Co. *s  note  received  January  3. 

January  10 

Discounted  our  90  day  note  for  ^5,500. 

January  13 

Purchased  goods  on  account  from: 

Paine  & Co.  ^1,870. 

Stone  Bros.  1,385. 

H.  Canfield  returned  merchandise  worth  <*75.  and  sent  check 
less  2$  discount  for  the  balance  of  the  account. 

Received  check  for  .*2,000.  note  due  today  and  90  days  interest 

at  6%. 

January  15 

Paid  salaries  <*380.  and  general  expenses  *230.  to  date. 
Merchandise  sales: 

Cash  sales  £ 985. 

A.  Bond  on  account  832. 

Chandler  & Co.  on  account  1,843. 

January  17 

Issued  check  in  payment  of  *1,500.  note  and  45  days  interest 

at  6$. 

Gave  check  to  Merrill  & Sons  in  full  less  3%  discount. 

Cash  sales  for  the  day  *549. 

January  22 

Received  check  from  C.  Pope  for  balance  of  January  1 less 
2;5  discount. 

Returned  goods  to  stone  Bros,  amounting  to  *250. 

Goods  sold  for  cash  *582. 


January  27 

Sold  goods  on  account  to: 

H.  Canfield  | 838. 

C.  Pope  1,010. 

Cash  Sales  1,387. 

January  29 

Paid  salaries  to  date  * 395. 

Issued  check  in  payment  of  note  due  today  for  *2,500. 
Paine  & Co.  allowed  us  *150.  for  defective  merchandise. 
Cash  sales  .*241. 


. 


. 


. . 


. 


. 

. 


. 
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January  31 

Paid  expense  bills  to  date  ^548. 

Gave  check  to  Paine  & Co*  for  *1,000  on  account. 

Purchased  from  Merrill  & Sons  on  account  goods  for  *2,150, 

Paid  check  for  freight  on  goods  purchased  £250. 

A desk  which  cost  *75.  has  been  transferred  from  the  sales  room 
to  the  office  for  permanent  office  use* 

Required: 

1*  Journal. 

2.  Ledger  accounts, 

3.  Trial  balance* 


.* 
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Elite  Furniture  Co, 

1,  Journal,  January  1,  1929,  -1- 


1 

Cash 

1,500 

4 

A.  Bond 

350 

5 

H.  Canfield 

640 

6 

C,  Pope 

480 

7 

Chandler  E Co, 

1,200 

2 

Notes  Receivable 

5,000 

8 

Inventory 

27,580 

9 

Real  Estate 

27,000 

10 

Equipment 

3,000 

11 

Notes  Payable 

8,000 

13 

Paine  & Co, 

2,340 

14 

Stone  Bros, 

4,250 

12 

Terrill  & Sons 

3,100 

15 

J.  Elite-Capital 

45,000 

16 

J,  Elite-Personal 

To  record  assets,  liabilities 
and  open  new  set  of  books  for 

-3- 

and  net  worth 
concern 

4,060 

1 

Cash 

450 

17 

Sales 

Goods  sold  for  cash 

-3- 

450 

11 

Notes  Payable 

1,000 

27 

Interest  Expenses 

10 

1 

Cash 

To  record  payment  of  notes  due 
with  60  days  interest, 

-3- 

today 

1,010 

1 

Cash 

200 

4 

A,  Bond 

Received  cash  on  account 

-3- 

200 

2 

Notes  Receivable 

1.200 

7 

^handler  & Co. 

To  record  receipt  of  60  day  interest  note 
for  balance  of  1-1-29 

-5- 

1,200 

1 

Cash 

381 

17 

Sales 

Goods  sold  for  cash 

381 

. 

m 

. 


. 

. 


. 


* 


- - 


' 


. 
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January  8,  1929  -2 


13 

Paine  L Co. 

2,340. 

1 

Cash 

2,316.60 

24 

Purchases  Discounts 

23.40 

Paid  balance  of  1-1-29 

less 

-8- 

14 

Stone  Bros. 

4,250. 

1 

Cash 

4,165. 

24 

Purchases  Discounts 

85. 

Paid  amount  due  to  date 

less  2 cJo 

—8— 

1 

Cash 

1,843. 

17 

Sales 

1,843. 

Goods  sold  for  cash 

—8— 

1 

Cash 

1,200.89 

27 

Interest  Expenses 

11.11 

3 

Notes  Receivable  Discounted 

1,200. 

25 

Interest  Income 

12. 

To  record  60  day  interest  note  of 
Chandler  & Co,  discounted  for 
55  days  at  6% 


-10- 


1 Cash  5,417.50 
27  Interest  Expenses  82.50 
11  Notes  Payable 

To  record  our  90  day  note  discounted 
today 


5,500, 


-13- 


19 

13 

14 


1 

18 

26 

5 


Purchases  3,255. 

Paine  & Co. 

Stone  Bros. 

Purchased  goods  on  account 

-13- 

Cash 

Sales  Returns  & Allowances 
Sales  Discounts 
K.  Canfield 

To  record  goods  returned  for  *75  and 
check  for  balance  of  1-1-29  less  Z'$> 


553.70 

75. 

11.30 


1,870. 

1,385. 


640. 


• • , 


■ 


■» 


. 


. 


. 


. 

•'  . 

. 
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January  13,  1929  -3- 


•i--* — =“*»  " ~ 

1 

1 

Cash 

2,030. 

2 

Notes  Receivable 

2,000. 

25 

Interest  Income 

-15- 

30. 

22 

Salaries 

380. 

23 

General  expenses 

230. 

1 

Cash 

Expenses  paid  to  date 

-15- 

610. 

1 

Cash 

985. 

17 

Sales 

985. 

Goods  sold  for  cash 

-15- 

4 

A.  Bond 

832. 

7 

Chandler  & Co* 

1,843. 

17 

Sales 

2,675. 

Goods  sold  on  account 

-17- 

11 

Notes  Payable 

1,500. 

27 

Interest  Expenses 

11.25 

1 

Cash 

♦ 

1,511.25 

To  record  payment  of 

note  due  today 

and  45  days  interest. 

-17- 

12 

Merrill  & Son 

3,100. 

1 

Cash 

3,007. 

24 

Purchases  -Discounts 

93. 

To  record  payment  of 

1-1-29  balance 

less  3^. 

-17- 

1 

Cash 

549. 

17 

Sales 

549. 

Goods  sold  for  cash 

-22- 

1 

Cash 

470.40 

26 

Sales  Discounts 

9.60 

6 

C.  Pope 

480. 

Received  payment  for 

balance  of  1-1-29 

less  2% 

. 


II 


— . . 


14 

20 


1 

17 


5 

6 
17 


1 

17 


22 

1 


11 

1 


13 

20 


1 

17 


23 

1 


13 

1 


January  22,  1929 


Stone  Bros. 

Purchases  Returns  &.  Allowances 
To  record  goods  returned 


250. 


-22- 


Cash 

Sales 

Goods  sold  for  cash 


H.  Canfield 
C.  Pope 
Sales 

Goods  sold  on  account 


Cash 

Sales 

Goods  sold  for  cash 


Salaries 

Cash 

Paid  salaries  to  date 


582. 


-27- 


838. 

1,010. 


-27- 


1,387. 


-29- 


395. 


-29- 


Notes  Payable 
Cash 

To  record  payment  of  note  cue  today 

-29- 

Pa  ine  & Co. 

Purchases  Returns  & Allowances 

To  record  allowance  for  defective 
goods 


2,500. 


150. 


Cash 

Sales 

Goods  sold  for  cash 

General  -xpenses 
Cash 

Expenses  paid  to  date 

Paine  & Co. 

Cash 

Paid  on  account 


-29- 


-31- 


-31- 


241. 


548. 


1,000. 
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250. 


582. 


1,848. 


1,387. 


395. 


2,500. 


150. 


241, 


548. 


1,000. 


— - 


. 


* 


. 
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January  31,  1929 


--if- 


10 

19 


Purchases 

Merrill  & Sons 

Goods  purchased  on  account 

-31- 

Freight  In 
Cash 

To  record  freight  on  purchases  paid 

-31- 

Equipment 

Purchases 

To  record  transfer  of  desk  from 
sales  room  to  office  for  permanent 
use. 


2,150. 


250. 


75. 


-5- 

2,150. 

250. 

75. 


- 
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^lite  Furniture  Co. 


Ledger 
Cash 


~7 

1929 

1929 

Jan.  1 

J 1 

1,500. 

Jan.  3 

J 1 

3 

1 

450. 

8 

2 

3 

1 

200. 

8 

2 

5 

1 

381. 

15 

3 

8 

2 

1,843. 

17 

3 

8 

2 

1,200.89 

10 

2 

5,417.50 

17 

3 

13 

2 

553.70 

13 

3 

2,030. 

27 

4 

15 

3 

985. 

17 

3 

549. 

29 

4 

22 

3 

470.40 

31 

4 

22 

4 

582. 

31 

4 

27 

29 

$$&  4 

1,387. 

241. 

n.  7 f»  ->n 

31 

5 

¥v 

Notes 

Receivable 

1929 

1929 

Jan.  1 

O J 1 

5,000. 

Jan. 13 

J 3 

3 

ur;^  l 

1,200. 

4* 

Notes 

Receivable 

Discounted 

1929 


Jan.  8 J 2 


A.  Bond 

1929 

1929 

Jan.  1 

J 

1 350. 

Jan.  3 J 1 

15 

,i 

3 832. 

/./  t ^ 

V 

H.  Canfield 

1929 

1929 

Jan.  1 

J 

1 640. 

Jan. 13  J 2 

27  jif  4 838. 

I*?' 


-1- 


1,010. 

2,316.60 

4,165. 

610. 

1,511.25 

3,007. 

395. 

2,500. 

548. 
1,000. 
f,  250.  „ 

/ 7.  3i  r . 


-2- 


2,000 


—3— 


1,200. 


4- 


200. 


-5- 


640. 


B 


. 


. 


I 


. 


. 


. 

• 

. 


. 
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1929 

Jan.  1 
27 


C.  Pope 

1929 


J 1 480.  Jan.  22 

4 1010. 


J 3 


-6- 


480. 


1929 

Jan.  1 
15 


j.  3 


Chandler  & Co, 
1929 

J 1 1200.  Jan.  3 
3 1843. 

3 o 4 3 


-7- 


J 1 1200. 


1929 
Jan.  1 


Inventory 


J 1 27,580. 


-8- 


1929 
Jan.  1 


Real  estate 


J 1 27,000. 


-9- 


1929 

Jan.  1 
31 


Equipment 


J 1 3,000. 

5 75. 

3,07^- 


-10- 


1929 

Jan.  3 
17 
29 


Notes  Payable 
1929 

J 1 1,000.  Jan.  1 

3 1,500.  10 

4 2,500. 


3. 


J o 


-11 


J 1 8,000. 

2 5,500. 

/ 3 , jr  00 


1929 
Jan.  17 


Herr ill  & Sons 
1929 

J 3 3,100.  Jen.  1 

31 


^ 0 
T 


-12 


J 1 3,100. 

5 2,150. 

6 'V*  0 


. 

. 


. 

.. 


. 


, 


Paine  &,  Co 
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1929 

Jan.  8 
29 
31 


1929 

Jan.  8 
22 


J 2 
4 
4 


]'  1929 

2,340.  Jan.  1 

J 1 

150. 

1,000. 

3 , 0 


13 


/ 0 
3-  > ( 


J 2 
4 


Stone  Bros. 
1929 

4,250.  Jan.  1 
250.  13 

As  00 


C 3"^ 

<r  ^ o 
**/  V 

/P3 


J 1 
2 


J.  ^lite  - Capital 


-13- 


2,340. 

1,870. 

a r / » 


-14- 


4,250. 

1,385. 

<T  6 \3  *■*” 


-15- 


1929 

Jan.  1 

J 1 

45,000. 

J.  Elite  - Personal 

-16- 

1929 

Jan.  1 

J 1 

4,060. 

Sales 

-17- 

1929 

Jan.  3 

J 1 

450. 

5 

1 

381. 

8 

2 

1,843. 

15 

3 

985. 

15 

3 

2,675. 

17 

3 

549. 

22 

4 

582. 

27 

4 

1,848. 

27 

4 

1,387. 

29 

4 

* 241. 

/ 0 , <j  lb  1 

1929 
Jan.  13 


Sales  Returns  & Allowances 


J 2 


75. 


-18- 


. 


. 

. 


. 


. 


. 

♦ 


. 
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1929 

Jan. 13 
31 


Purchases 
1929 


I O' 

Si  ijs 
^3  J 


J 2 3,255. 

5 2,150. 

o'  4 OS' 


Jan.31 


J 5 


Purchases  Returns  & Allowances 


7 7 S 

Purchases  Discounts 

1929 

Jan.  8 
8 
17 

Interest  Income 

1929 

Jan.  8 
15 


-19- 


75. 


-20- 


1929 

Jan. 22 

J 4 

250. 

29 

4 

150. 

y 0 o 

Freight  In 

-21- 

1929 

Jan. 

31 

J 5 

250. 

Salaries 

-22- 

1929 

Jan. 

15 

J 3 

380. 

29 

4 

395. 

7 7^ 

General  Expenses 

—23— 

1929 

Jan. 

15 

J 3 

230. 

31 

4 

548. 

J 2 
2 
3 


-24- 


23.40 

85. 

93. 

X o / • J-  o 

-25- 


J 2 
3 


12, 

30, 


• : 


' 


‘jales  discounts 


I 

1929 

Jan. 

13 

J 2 

11.30 

22 

3 

9.60 

'Vo  . <jr  o 

Interest  Expenses 

1929 

Jan. 

3 

J 1 

10. 

8 

2 

11.11 

10 

2 

82.50 

17 

3 

11.25 

/ / 4-  * L 

iELite  Furniture  Co 
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3.  Trial  flalanoe,  January  31,  1929 


1 

Cash 

477.64 

2 

Notes  Receivable 

4,200. 

3 

Notes  Receivable  Discounted 

1 , 200 • 

4 

A.  Bond 

982. 

5 

H.  Canfield 

838. 

IS  6 

C.  Pope 

1,010. 

7 

Chandler  & Co. 

1,843. 

8 

Inventory 

27,580. 

9 

Real  estate 

27,000. 

10 

Equipment 

3,075. 

11 

Notes  Payable 

8,500. 

12 

Merrill  & Sons 

2,150. 

13 

Paine  & Co. 

720. 

14 

Stone  Bros. 

1,135. 

15 

J.  ^lite-Capital 

45,000. 

16 

J.  Elite-Personal 

4,060. 

17 

Sales 

10,941. 

IQ 

Sales  Returns  & Allowances 

75. 

19 

Purchases 

5,330. 

20 

Purchases  Returns  & Allowances 

400. 

21 

Freight  In 

250. 

22 

Salaries 

775. 

23 

General  Expenses 

778. 

24 

Purchases  Discounts 

201.40 

25 

Interest  Income 

42. 

26 

Sales  Discounts 

20.90 

27 

Interest  Expenses 

114.86 

74,349.40 

74,349.40 

Two  comments  seem  necessary  in  connection  with  the  solution  of 
the  above  problem.  First,  in  opening  a set  of  books,  the  first 
journal  entry  should  contain  all  that  the  proprietor  has  invested  - 
cash,  merchandise,  equipment,  etc.  If  the  books  are  being  opened 
for  a concern  already  organized,  all  the  assets,  liabilities,  and 
net  worth  items  must  be  listed  in  the  first  entry.  Secondly,  any 
merchandise  transferred  from  merchandise  in  trade  to  equipment  or 
-other  permanent  use, or  taken  by  the  proprietor# should  be  transferred 
- at  cost  price  and  credited  to  the  purchases  account.  If  sales  were 
-credited,  at  sales  price,  the  net  profit  would  be  unjustly  increased. 
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CHAPTER  VII 

A C COUNTJ  ~ FUNCTION  AND  V -LU/.TIOIj 


1,  Accounts  and  Their  Classification* 

In  a certain  sense,  accounts  are  symbols  and  tools  of  business 
which, if  properly  organized  and  assembled, will  reveal  the  concern  to 
_ all  those  interested  in  its  truest  light.  An  unorganized  and  un- 
classified system  of  accounts  may  place  the  blame  or  reward  on  the 
wrong  officials  and  employees.  The  efficiency  of  a business  enter- 
prise can  be  measured  best  by  a proper  set  of  accounts.  Items 
charged  or  credited  to  each  aocount  must  be  generally  apparent  from 
its  name.  Otherwise  conclusions  drawn  from  accounts  are  apt  to  be 
unreliable  and  frequently  misleading. 

Information  can  be  obtained  guickly  and  accurately  providing 
the  accounts  are  properly  classified.  The  classification  which 
proves  to  be  satisfactory  in  most  cases  is  that  which  facilitates 
the  preparation  of  the  financial  and  operating  statements.  Under 
this  classification,  accounts  are  divided  into  real  or  balance  sheet 
accounts  and  nominal  or  profit  and  loss  accounts.  The  real  accounts 
should  be  classified  in  the  order  in  which  they  will  appear  in  the 
balance  sheet.  The  nominal  accounts,  which  reveal  the  sources  and 
— causes  of  changes  in  the  net  work  of  the  concern, should  be  classi- 
fied as  they  will  appear  in  the  profit  and  loss  and  other  operating 
statements. 

when  considering  the  account  classification  of  a concern,  the 
code  system  should  also  be  considered,  especially  when  the  number 
of  accounts  is  large,  a code  must  be  devised  which  will  replace 
the  accounts  in  so  far  as  the  keeping  of  records  is  concerned. 

—Codes  simplify  the  recording  of  transactions,  save  time  in  recording/ 
and  save  bookkeeping  forms  or  books.  In  general,  codes  may  be 
-divided  into  three  groups  or  systems;  number*;  letters,  and  a com- 
bination of  numbers  and  letters.  The  system  to  be  used  will  depend 
chiefly  on  the  nature  of  the  business  and  the  number  of  accounts  to 
be  used.  Number  codes  are  most  satisfactory  because  they  are  flex- 
ible and  can  be  extended  as  desired.  Letter  codes,  although  limited 
to  the  letters  of  the  alphabet  and  their  possible  combinations,  will 
work  satisfactorily  for  small  concerns. 

As  justice  cannot  reasonably  be  done  to  code  systems  to  a work 
of  this  nature,  the  interested  reader  can  refer  to  any  text  in 
system  building  for  further  information. 

A bookkeeper  should  know  and  understand  the  function  of  accounts 
well  before  he  should  be  entrusted  with  the  keeping  of  important 
and  difficult  records.  The  function  of  accounts  as  used  in  the 
present  work  covers  five  points,  all  of  which  must  be  familiar  to 
the  bookkeeper  or  accountant.  The  five  points  are: 

1.  “hat  is  the  purpose  of  the  account? 

2.  ..hat  is  the  account  debited  for? 

3.  i.<hat  is  the  account  credited  for? 

4.  what  does  the  balance,  if  any,  represent? 

5.  ..here  and  in  which  statement  or  statements  will  the 

balance  appear? 
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The  remainder  of  this  and  the  following  chapters  tfill  be  devoted 
chiefly  to  an  explanation  of  the  function  and  valuation  of  the  more 
common  accounts, 

2.  Cash. 

1.  The  purpose  of  the  cash  account  is  to  control  and  keep  all 
the  receipts  and  disbursements  under  one  title,  -hen  more  than  one 
bank  account  is  kept  it  is  usual  to  keep  individual  accounts  with 
each  bank. 

2.  The  account  is  debited  for  the  cash  or  its  equivalent  actually 
received  from  all  sources. 

3.  It  is  credited  for  all  cash  or  its  equivalent  actually  dis- 
bursed. 

4.  The  balance  is"generally"  a debit  and  an  asset.  Generally 
is  used  advisedly  here  because  the  cash  may  show  a credit  balance 
whenever  the  cash  is  overdrawn.  The  prevailing  practice  in  this 

—country  is  that  cash  cannot  be  actually  overdrawn, but  a theoretical 
overdraft  may  result.  In  England,  however,  bahks  actually  allow 
their  customers  to  overdraw  their  accounts  up  to  a certain  amount. 

The  theoretical  overdraft  which  may  result  in  the  United 
States  is  that  especially  weak  concerns  draw  out  checks  for  money 
which  they  do  not  now  have  in  the  bank  but  expect  to  deposit  before 
the  checks  are  returned  to  the  drawee  bank  for  payment.  This 
— practice  may  work  sometimes,, but  it  is  very  dangerous  because  the 
-^checks  may  reach  the  bank  before  the  usual  time,  or  the  money  ex- 
pected to  be  collected  may  not  be  collected. 

5.  The  cash  balance  will  appear  as  the  first  item  under  current 
assets  on  the  balance  sheet.  If  the  balance  is  a credit,  it  should 
be  shown  as  a current  liability. 

The  valuation  of  cash  is  very  simple.  Yet,  the  balance  or 
cash  on  hand  may  include  I.O.U’s,  post  dated  checks,  bad  checks, 
checks  drawn  on  foreign  banks  in  process  of  collection,  cash  in 
transit,  checks  from  officers  and  employees  for  money  borrowed,  etc. 
I.O.U’s  should  be  investigated  and  if  those  who  signed  them  are 
responsible  persons,  they  may  be  included  under  the  caption  of 
"officers  and  employees  accounts  receivable”.  Bad  checks  should  be 
— exoluded  from  cash  and  if  the  drawers  cannot  make  the  checks  good, 
they  should  be  written  off  as  bad.  Checks  on  foreign  banks  in  pro- 
cess of  collection  should  be  incluuea  either  under  "items  in  process 
of  collection"  oi  added  to  accounts  receivable  for  balance  sheet 
purposes.  Cash  in  transit  should  be  so  listed  on  the  balance  sheet 
next  to  the  cash  on  hand  and  in  bank.  Checks  from  officers  and 
employees  should  be  treated  like  I.O.U’s.  If  drawers  of  these 
checks  have  left  the  employ  of  the  concern  or  for  any  other  reasons 
they  will  not  be  paid,  they  should  be  taken  as  loss  items. 

In  some  cases  the  cash  in  bank  may  have  been  attached  under 
a trustee  process;  if  this  is  the  fact,  it  must  be  so  stated  on  the 
balance  sheet. 
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3,  Notes  Receivable. 

1.  The  purpose  of  the  notes  receivable  account  is  to  keep 
under  one  head  transactions  involving  notes.  Thecc  notes  other 

—than  customers1  notes  are  handled^ they  should  be  kept  under  a special 
notes  receivable  account. 

2.  This  account  is  debited  for  all  notes  received  from 
customers  for  the  amount  stated  on  the  face  of  the  notes. 

3.  The  account  is  credited  for: 

(a)  Notes  paid  by  customers. 

— (b)  Upon  receipt  from  the  bank  of  the  notice  that  the 

notes  receivable  discounted  have  been  paid. 

(o)  Notes  dishonored  and  charged  back  to  the  customer. 

(d)  Notes  directly  charged  off  as  bad. 

4.  The  balance,  if  any,  is  a debit  and  represents  notes  on 
hand  and  owing  from  customers. 

5.  It  is  listed  on  the  balance  sheet  as  a current  asset 
immediately  following  cash. 

In  valuing  notes  receivable  several  points  must  be  considered. 

(1)  All  notes  past  due  must  either  be  charged  back  to  the  customers 
or  written  off  the  books.  The  best  practice  is  to  charge  the  notes 
back  to  the  customers*  accounts  and  later  charge  them  off  if  bad. 

In  this  way  the  customers*  accounts  will  show  a complete  history  of 
the  transactions  with  customers.  If  not  charged  back  to  his  account, 
a customer  may  again  reapply  for  credit  and  iis  failure  to  pay  the 
note  may  have  been  forgotten.  This  may  lead  into  additional  losses. 

(2)  Notes,  although  not  past  due,  may  have  been  received  for  past  due 
accounts  or  they  may  be  renewals  of  old  notes.  All  such  notes 
should  be  listed  separately  and  proper  reserve  should  be  set  up  for 
them,  and  if  they  could  not  be  collected,  it  might  be  advisable  to 
write  them  off  the  books.  (3)  Some  notes  might  have  been  pledged 

as  security  for  loans.  The  pledged  notes  must  be  so  listed  on  the 
balance  sheet  under  a separate  heading.  (4)  Finally  the  possibility 
that  some  notes  may  never  be  paid  because  of  failure  of  the  makers^ 

— etc.jmust  be  considered  and  proper  reserve  must  be  set  up  therefor. 

4.  Notes  Receivable  Discounted. 

1.  The  purpose  of  this  account  is  to  keep  under  a separate 
heading  all  notes  discounted  and  to  show  the  existence  of  the  con- 
tingent liability  on  the  part  of  the  firm. 

2.  It  is  credited  for  the  face  value  of  the  notes  discounted. 

3.  It  is  debited  for  the  amount  of  the  notes  paid  to  the  bank 
by  customers  or  paid  by  the  concern  in  case  the  customers  refuse  to 
pay  the  bank  when  the  notes  mature. 

4.  The  balance,  if  any,  is  always  a credit  and  represents  a 
contingent  liability. 

5.  It  should  be  shown  on  the  balance  sheet  as  a deduction  from 
notes  receivable  if  it  is  expected  that  the  maker  will  pay  them  at 
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maturity.  If  there  is  any  doubt  about  some  customer  being  unable 
to  pay  the  note  when  due,  it  (the  note  which  may  not  be  paid)  should 
be  shown  as  a current  liability  because  the  concern  must  pay  it  on 
the  maturity  date  if  the  customer  does  not.  In  case  the  concern  is 
oalled  upon  to  pay  any  discounted  notes,  the  notes  which  are  in  the 
notes  receivable  account  as  yet  should  be  removed  from  the  account, 
charged  back  to  the  customer’s  account,  and  if  bad  should  be  written 
off  the  books. 

— 5.  Customers' Accounts. 

1.  An  account  is  kept  with  each  customer  in  order  to  record 
all  the  transactions  with  him  in  his  account. 

2.  ha  oh  account  is  debited  for: 

(a)  The  sales  price  of  merchandise  sold  to  the  customer 
on  account. 


(b)  Freight  charges  which  should  be  paid  by  the  customer 
^ but  the  firm  paid  for  them.  In  this  case,  the  customer  will  re- 
imburse the  concern. 

(c)  Any  note  dishonored  which  had  been  received  from  him 
and  charged  back  to  his  aooount. 

(d)  Checks  received  from  the  customer  returned  to  the 
concern  by  the  bank  because  of  ’’insufficient  funds”,  "no  funds", 
"account  closed",  stopped  payment,  etc. 

(e)  Return  of  an  over-payment  made  by  a customer. 
Ordinarily  over-payments  are  offset  by  subsequent  sales,  but  the 
case  may  arise  where  the  customer  will  demand  that  the  excess  pay- 
ment be  returned  to  him. 

(f)  Correction  of  bills  for  undercharges.  This  may  occur 
when  the  customer  is  billed,  by  mistake  or  otherwise,  for  less  than 
the  actual  sales  price  of  the  goods  sold  to  him. 

(f)  Any  adjustment  to  the  account  because  of  errors  in 
recording  transactions  with  the  customer. 

3.  The  account  is  credited  for: 

(a)  Cash,  checks,  bank  drafts,  and  other  media  used  as 
money  received  from  the  customer. 

lb)  Notes,  trade  acceptance,  drafts  or  other  negotiable 
instrument  received  from  the  customer  in  payment  of  his  account. 

(c)  Merchandise  returned  by  him. 

(d)  Allowances  made  to  customer  by  the  concern. 

(e)  Discounts  allowed  customers  for  prepayment  of  bills 
or  otherwise. 

(f)  Correction  of  bills  for  overcharges.  This  will  result 
when  the  customer  has  been  charged  in  excess  of  the  actual  amount 
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of  the  bill. 

(g)  If  the  account  becomes  uncollectible,  for  the  amount 
actually  written  off  the  books  as  bad. 

(h)  Any  adjustment  to  the  "account  for  errors  made  in 
recording  transactions. 

4.  The  balance  is  generally  a debit  and  represents  the 
amount  owing  from  the  customer.  It  may,  however,  show  a credit 
balance  in  case  (a)  an  over-payment  had  been  made  by  the  customer. 

(b)  Goods  might  have  been  returned  after  the  account  had  been  paid. 

(c)  An  allowance  might  have  been  made  after  the  payment  of  the 
account. 

5.  The  balance,  if  a debit,  is  a current  asset  and  appears 
on  the  balance  sheet  combined  with  the  other  customers T balances 
immediately  following  notes  receivable.  If  the  balance  is  a credit, 
it  should  appear  on  the  balance  sheet  as  a current  liability. 

No  real  problem  exists  in  valuing  a single  customer’s 
account,  but  some  difficulty  is  met  with  when  the  number  of 
customers  is  large.  Perhaps  the  best  method  is  to  "age"  the  account. 
That  is,  the  accounts  should  be  analyzed  into  those  not  yet  due, 

30  days  overdue,  60  days  over  due,  90  days  over  due,  and  more  than 
90  days  over  due.  Accounts  determined  to  be  actually  uncollectible 
should  be  charged  off.  The  bad  accounts  will  be  debited  either  to 
reserve  for  bad  debts  or  I03S  from  bad  debts,  depending  on  the 
method  used  by  the  individual  concern.  The  correct  procedure,  how- 
ever, is  to  follow  the  reserve  method. 

Irrespective  of  the  accounts  actually  written  off  as  bad, 
there  will  always  be  other  accounts  which  will  turn  out  to  be  un- 
collectible but  cannot  at  present  be  definitely  determined.  From 
past  experience  a fairly  accurate  rate  or  percentage  of  the  accounts 
receivable  which  were  lost  can  be  arrived  at.  For  instance  the 
average  percentage  of  loss  for  the  five  years  may  be  satisfactory. 

A rate  determined  in  this  manner  will  prove  adequate  if  the  con- 
dition of  the  accounts  is  substantially  the  same.  The  proportion  of 
over  due  accounts  now  may  be  larger  or  smaller  than  in  past  years; 
and  in  either  case  the  average  percentage  of  loss  should  be  de- 
creased or  increased  according  to  the  circumstances  in  each  case. 

The  valuation  of  accounts  receivable  is  by  no  means  com- 
plete after  the  proper  amount  of  possible  bad  debts  has  been  arrived 
at.  Customers  often  will  take  advantage  of  the  discounts  offered 
them.  To  provide  for  this  an  estimate  should  be  made  of  the  dis- 
counts which  may  be  taken  by  the  customers  entitled  to  such  dis- 
counts. Merchandise  will  be  returned  and  allowances  may  be  made 
applying  to  balanoes  owing  at  the  date  of  the  balance  sheet.  Again 
the  past  is  the  best  guide  by  which  reserves  for  returns  and  allow- 
ances can  be  determined. 

To  summarize,  a reliable  valuation  of  customers’  accounts 
demand^that  proper  reserves  be  set  up  for  (a)  possible  bad  debts 
( b ) merchandise  which  may  be  returned  and  (c)  allowances  and  con- 
cessions that  the  concern  may  give  to  customers.  The  debits  for 
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these  reserves  would  be  (a)  loss  from  bad  debts,  (b)  sales  re- 
turns, and  (c)  sales  allowances  or  if  no  account  is  kept  for 
allowances,  sales  returns  and  allowances. 

6.  Reserve  for  Bad  Aocounts. 

1.  The  purpose  of  this  account  is  to  show  under  an 
appropriate  title  the  amount  of  accounts  receivable  which  is 
believed  to  be  doubtful  of  collection  at  the  time  the  balance  sheet 
is  prepared. 

2.  It  is  credited  for  a percentage  of  accounts  receivable 
and  sometime  of  notes  receivable  which  has  been  estimated  to  be 
uncollectible  at  the  date  of  the  balance  sheet,  ^fter  the  first 
period,  it  will  be  credited  for  whatever  amount  that  will  bring 
the  total  to  the  desired  amount. 

3.  The  account  is  debited  for  the  customers*  accounts  which 
turn  out  to  be  actually  uncollectible  and  written  off.  This  can 

—be  done  at  the  time  each  account  is  determined  to  be  uncollectible, 
or  summarized  and  one  entry  made  at  the  end  of  each  period.  After 
the  first  period  the  account  is  debited  for  an  amount  which  will 
reduce  the  credit  to  the  desired  amount  if  the  credit  is  excessive. 

4.  The  balance,  at  balance  sheet  dates,  is  always  a credit 
and  represents  a valuation  account.  That  is,  it  helps  to  evaluate 
the  accounts  receivable. 

5.  It  is  listed  on  the  balance  sheet  and  decucted  from  the 
customers  accounts. 

7.  Miscellaneous  Receivables. 

1.  The  purpose  of  the  account  is  to  keep  small  receivable 
items  under  one  head.  It  may  be  subdivided  into  such  items  as 
interest  receivable,  rent  receivable,  etc.  The  principles  govern- 

— ing  the  individual  items  would  be  the  same; therefore, they  will  be 
discussed  as  one. 

2.  T^e  account  is  debited  for  Miscellaneous  receivable 
items  at  the  time  they  are  brought  on  the  books.  If  the  account 
contains  accrued  items,  they  are  brought  on  the  books  at  the  end 
of  the  period. 

3.  It  is  credited  for  all  items  that  are  paid  or  otherwise 
taken  off  the  account.  If  any  item  becomes  uncollectible,  it  is 
also  oredited  for  the  amount  charged  off. 

4.  The  balance,  if  any,  is  a debit  and  represent  miscell- 
aneous amounts  owing  to  the  concern  and  is  an  asset. 

5.  It  is  listed  as  a current  asset  on  the  balance  sheet 
next  to  the  accounts  receivable. 

Usually  no  special  problem  will  arise  in  connection 
with  the  valuation  of  these  items.  If  the  total  is  large,  a pro- 
cedure somewhat  similar  to  that  used  with  customers*  accounts  may 
be  usee.  The  reserve  for  any  doubtful  items  may  be  included 
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j — with  the  regular  reserve  for  bad  debts,  and  the  reserve  wbild  be 

deducted  from  the  total  aocounts  receivable  and  miscellaneous  items. 

8.  Merchandise  Account. 

This  account  may  or  may  not  be  a balance  sheet  item.  If  no 
inventory  account  is  kept,  it  could  be  classed  as  a balance  sheet 
item,  but  if  a separate  inventory  account  is  kept,  the  aocount  will 
be  classed  as  a nominal  account.  It  is  discussed  here  on  the 
assumption  that  it  is  used  as  the  only  account  to  record  merchandise 
transactions. 

1.  Its  purpose  is  to  keep  a summarized  record  of  all  trans- 
actions involving  merchandise.  Ordinarily  it  includes  all  the  items 
listed  in  a profit  and  loss  statement  down  to  and  including  the 
gross  profit. 

2.  The  aocount  is  debited  for: 

(a)  The  merchandise  inventory  at  the  opening  of  the 

period. 

(b)  Goods  returned  by  customers  and  allowances  made  to 

them. 

(c)  Duties  paid  on  merchandise  imported. 

(d)  Freight  on  purchases. 

(e)  Discounts  on  sales  when  deducted  from  sales  or  when 
classed  as  trade  discounts. 

(f)  Any  other  item  which  could,  under  the  circumstances, 
be  deducted  from  sales  or  added  to  purchases. 

3.  It  is  credited  for: 

(a)  Sales  price  of  all  merchandise  sold. 

(b)  Purchases  returns  and  allowances. 

(c)  Discounts  on  purchases  when  it  is  the  trade  practice 
so  to  do  or  they  constitute  trade  discounts.  i*t  any  rate,  the 
method  followed  must  conform  to  that  used  for  sales  discounts. 

(d)  Any  item  which  can  be  added  to  sales  or  deducted 
from  purchases  such  as  undercharges,  overcharges,  and  other  adjust- 
ments. 

(e)  Merchandise  inventory  at  the  close  of  the  period. 

4.  T^e  balance  before  closing  or  for  operating  purposes  may 
be  a debit  or  a credit.  If  the  balance  is  a debit,  it  represents 
the  gross  loss  for  the  period  and  if  a credit,  it  represents  the 
gross  profit. 

After  closing  or  for  balance  sheet  pruposes,  the  balance 
is  the  closing  inventory  brought  down  from  the  credit  side  and 
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represents  the  merchandise  on  hand  at  the  enc  of  the  period, 

5.  The  gross  profit  or  loss  shown  b * this  account  is  trans- 
ferred to  the  profit  and  loss  account.  If  a gross  profit,  the 
debit  is  to  the  merchandise  account  and  the  credit  to  profit  and 

— loss; and  if  a gross  loss,  the  entry  is  the  reverse. 

The  balance  or  the  inventory  brought  down  is  listed  as  a 
current  asset  in  the  balance  sheet  next  to  the  accounts  receivable. 

The  valuation  problem  connected  with  the  merchandise  on 
hand  will  be  discussed  in  the  next  section  under  inventory. 

9.  Inventory. 

The  discussion  here  will  generally  apply  to  trading  inventories. 
Any  special  consideration  in  respect  to  manufacturing  industries 
will  be  taken  up  in  Chapter  XIV. 

1.  The  purpose  of  this  account  is  to  keep  under  one  heading 
the  periodic  merchandise  on  hand  as  determined  by  a physical  count. 

2.  It  is  debited  for  the  amount  of  goods  on  hand  at  the  end 
of  each  period. 

3.  ihe  account  is  credited  for  the  merchandise  on  hand  at 
the  beginning  of  the  period  in  order  to  remove  the  old  inventory 
from  the  books. 

If  the  adjusting  method  is  followed,  the  balance  shown 
in  the  account  at  the  end  of  each  period  is  increased  or  decreased 
in  order  to  have  the  balance  agree  with  the  actual  Inventory  at  the 
end  of  the  period. 

4.  The  balance  is  always  a debit  and  represents  the  mer- 
chandise on  hand  at  the  date  of  the  balance  sheet. 

5.  The  inventory  at  the  enc  appears  usually  next  to  the 
receivables  on  the  balance  sheet  under  current  assets. 

-•■he  general  principle  of  inventory  valuation  is  "cost  or  market 
whichever  is  lower".  At  first  the  principle  may  seem  unsound,  but 
upon  more  serious  reflection,  it  is  perfectly  sound  when  applied 
to  a going  concern.  Ciood  accounting  practice  requires  that  all 
known  losses  whether  actual  or  possible  be  taken  up  on  the  books, 
but  that  no  profit  should  be  taken  up  unless  the  profit  has  been 

-actually  realized  through  sales,  Sot  example  if  the  inventory  at  a_ 

- oertain  date  cost  *10, 000.,  and  if  the  concern  could  purchase  the 
same  goods  In  the  open  market  on  the  same  date  for  ;8,000,  the 
inventory  should  be  valued  at  *8,000  at  least  for  balance  sheet 
purposes.  If  the  same  merchandise  would  now  cost  <;12,000,  it 

—should  be  valued  at  cost  or  *10,000.  Thus,  conservatism,  which  is 
the  motto  of  sound  business  administration,  will  always  ba  reflected 
on  the  balance  sheet. 

Departure  from  the  above  rule  would  oe  advisable  in  the  follow- 
ing cases: 

1.  “hen  the  balance  sheet  is  prepared  with  a view  to  sell 
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the  business. 

2.  fthen  a partner  is  admitted  in  the  business. 

3.  At  the  time  a concern  is  reorganized  and  some  changes  in 
the  ownership  take  place. 

4.  “hen  a partner  retires  from  the  business, or  dies. 

In  the  above  instances  the  inventory  should  be  valued  at 
market  regardless  of  its  cost. 

In  speaking  of  cost  or  market,  it  should  be  kept  in  mind  that 
whether  cost  or  market  is  taken  , certain  items  such  as  freight, 
insurance,  cartage,  duties,  eto. , must  be  added  to  the  invoice 
price  of  the  goods.  If  the  inventory  is  valued  at  market,  the 
theoretical  invoice  price  will  be  taken  instead  of  the  actual  in- 
voice price. 

Other  points  which  must  be  considered  in  respect  to  inventory 
when  preparing  the  balance  sh  et  are  as  follows: 

1.  Obsolete  or  otherwise  unsaleable  mercnandise  must  be 
excluded  from  the  inventory. 

2.  Merchandise  in  transit  and  belonging  to  the  concern  should 
be  listed  on  the  balance  sheet  separately. 

3.  Merchandise  in  the  hands  of  consignees  should  be  ex- 
cluded from  the  regular  inventory.  The  goods  may  be  returned  by 
the  consignees  and  additional  expenses  incurred  thereon.  If  the 
possibility  of  being  returned  is  present,  the  consigned  goods  must 
be  valued  at  cost  or  market  whichever  is  the  lower  and  proper  de- 
ductions and  allowances  must  be  made  for  possible  deterioration 
and  expenses  for  the  return  of  the  goods.  At  any  rate,  consigned 
goods  should  be  listed  under  a separate  heading. 

10.  Land. 

1.  -an  account  with  land  is  kept  in  order  to  have  under  a 
separate  title  land  owned  for  permanent  or  business  uses. 

2.  It  is  debited  for  the  cost  price  of  the  land,  the  ex- 
penses connected  with  the  purchase,  and  any  expenses  incurred  in 
order  to  put  the  land  in  readiness  for  the  intended  uses. 

3.  The  account  is  credited  for  the  amount  of  the  parcel 

in  question  entered  on  the  debit  side  whenever  the  land  is  sold  or 
otherwise  discardedjOr  transferred  to  another  account  for  other 
purposes. 

4.  The  balance  is  always  a debit  and  represents  the  amount 
invested  in  land  for  the  operation  of  the  business. 

5.  It  appears  in  the  balance  sheet  as  the  first  item  under 
fixed  assets.  If  the  land  constitutes  a part  of  the  merchandise 
held  for  trading  purposes,  it  would  be  a current  asset  and  governed 
by  the  principles  applied  to  inventories. 

The  valuation  of  land  should  present  no  special  problem  because 
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at  least  from  an  accounting  viewpoint,  it  should  be  valued  at  cost. 

L "nen  used  as  fixed  assets,;  land  theoretically  neither  increases  nor 
decreases  in  so  far  as  the  elements  of  wear  and  tear  are  concerned. 
Actually^of  course,  the  value  of  land  fluctuates  like  the  price  of 
any  other  commodity,  but  the  land  in  question  would  serve  the  con- 
cern Just  as  effectively  whether  the  value  has  increased  or  decreased. 

11.  Buildings. 

1.  The  purpose  of  this  account  is  to  keep  under  the  proper 
heading  all  investments  in  buildings.  when  more  than  one  class  of 
buildings  is  owned,  it  might  be  advisable  to  maintain  more  than  one 
buildings  account  unless  a buildings  ledger  is  kept  for  the  necessary 

information. 

2.  The  account  is  debited  for  the  cost  price  of  buildings 
purchased  plus  all  expenses  connected  with  the  purchase  and  improve- 
ments to  convert  the  buildings  to  the  desired  use.  ..here  the  con- 
cern built  its  own  buildings,  the  account  should  be  debited  for  only 
the  actual  cost  to  the  concern.  No  profit  should  be  added  to  the 
cost  because  a saving  may  result  in  the  construction  of  its  own 

— buildings, but  not  a real  profit.  Management  and  other  office  ex- 
penses may  be  added  to  the  cost  of  construct ion, provided  such  ex- 
penses were  actually  incurred  by  the  concern  in  excess  of  the  regular 
expenses. 

3.  Ahe  account  is  credited  for  any  buildings  sold,  des- 
troyed, or  Otherwise  disposed  of.  When  a substantial  part  of  a 

— building  is  replaced,  the  account  should  be  debited  for  the  cost 
— • of  the  replacement, and  it  should  be  credited  for  the  cost  of  the 

part  replaced. 

4.  xhe  balance  is  a debit  and  represents  the  original  cost 
of  the  investment  in  builaings. 

5.  It  should  be  listed  on  the  balance  sheet  as  the  second 

item  under  fixed  assets. 

For  balance  sheet  purposes,  buildings  should  be  valued  at 
cost  less  depreciation.  Depreciation  includes  wear  and  tear, 
obsolescence,  and  all  the  other  elements  which  tend  to  lessen  the 
value  of  the  asset  in  question  when  considered  from  the  point  of 
view  of  a going  concern.  Because  the  actual  amount  of  depreciation 
cannot  be  accurately  determined,  the  total  depreciation  to  date 
should  always  be  shown  on  the  balance  so  that  the  reader  can  formulate 
his  own  judgment  regarding  the  sufficient^  of  the  depreciation. 

Changes  in  commodity  prices  should  not  affect  the  book  value 
of  buildings.  As  long  as  the  buildings  are  useful  to  the  concern 
for  operating  purposes,  eny  increase  or  decrease  in  the  replacement 
cost  of  the  assets  should  be  disregarded.  The  concern  ought  to  be 
—reimbursed  for  the  cost  of  the  asset-  which  is  being  used  in  the 

— operation  of  the  bu  lness^but  not  for  more.  Generally,  persons  do 
not  go  in  business  with  any  intention  of  making  a profit  or  incurr- 
ing a loss  on  the  equipment  used  in  the  business.  Any  profit  ?«ill 
come  from  the  skill  of  the  management  in  running  the  enterprise. 

Depreciation  is  set  aside  periodically  and  systematically. 

As  a piece  of  equipment  or  other  fixed  asset  is  purchased  or  con- 
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structed,  a depreciation  method  is  decided  upon  inorder  to  take  care 
of  the  periodic  depreciation*  Ifearly  every  writer  of  accounting  in 
discussing  the  subject  of  depreciation,  carefully  analyzes  and  illus- 
trates from  five  to  ten  or  more  methods,  but  the  average  person  will 
seldom  see  more  than  one  or  two  methods.  The  writer  believes  that  the 
knowledge  of  two  methods  would  usually  suffice  for  practical  purposes. 
The  amount  set  aside  each  period  may  be  equal  or  vary  from  year  to  year. 

The  most  widely  U3ed  method  is  the  " straight  line”  method.  By 
this  method  an  equal  amount  is  set  aside  each  year.  For  instance,  if 
an  asset  cost  $1,000,  its  life  is  estimated  at  ten  years,  and  the 
scrap  or  junk  value  is  estimated  at  ;200,  the  yearly  depreciation 
would  be  10%  of  $800  or  $80. 

The  fixed  percent  on  the  diminishing  value”  method  is  a varying 
method.  Under  this  method  the  asset  is  depreciated  on  a reducing 
basis,  the  largest  amount  the  first  year  and  the  smallest  amount  the 
last  year.  If  the  same  asset  is  used  in  thi3  example,  the  yearly  rate 
is  approximately  15^  of  the  cost  of  the  asset  instead  of  10%  of  .800. 
Because  this  method  is  somewhat  difficult  of  computation,  the  ’’sum  of 
the  years  digits”  method  may  be  used  instead  with  practically  the  same 
result.  The  years  digits  method  is  worked  out  by  adding  the  ten  years 
(1,  2,  3,  etc.)  and  taking  the  largest  fraction  the  first  year.  In 
this  case,  it  would  be  10/55  of  the  amount  to  be  depreciated,  or  $800, 
for  the  first  year. 


The  above  methods  may  be  better  understood  by  preparing  a table 
showing  the  yearly  depreciation  for  each  method.  For  this  purpose 
the  3ame  example  will  be  used. 


Straight 

Line 

Fixed  Percent 

Sum 

of  Years 

Digits 

Val. of 

Val . of 

Val. of 

Yr. 

Rate 

Depr 

. Asset 

Rate  !)epr. 

Asset 

Rate 

Depr. 

Asset 

0 

~ 1,000 

1,000.00 

1,000.00 

1 

10 

80 

920 

15 

150.00 

850.00 

10/55 

145.45 

354.55 

2 

10 

80 

840 

15 

127.50 

722.50 

9/55 

130.91 

723.64 

3 

10 

80 

760 

15 

108.33 

614.12 

8/  55 

116.36 

607.28 

4 

10 

80 

680 

15 

92.12 

522.00 

7/55 

101.32 

505.46 

5 

10 

80 

600 

15 

78.30 

443.70 

6/55 

37.27 

418.19 

6 

10 

80 

520 

15 

66.56 

377.14 

5/  55 

72.73 

345.46 

7 

10 

80 

440 

15 

56.57 

320.57 

4/55 

58.18 

287.28 

8 

10 

80 

360 

15 

48.08 

272.49 

3/55 

43.64 

243.64 

9 

10 

80 

280 

15 

40.37 

231.62 

2/55 

29.09 

214.55 

10 

10 

80 

200 

15 

31 . 62 

200.00 

1/55 

14.55 

200.00 

Total 

800 

800.00 

800.00 

Scrap 

Val . 

200 

200.00 

200.00 

Proof  1, 

000 

1 

,000.00 

Li 

000.00 
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The  methods  which  write  off  more  as  depreciation  in  the  early 
years  of  the  life  of  the  assets  have  some  advantages.  Concerns 
which  manufacture  or  sell  novelty  or  luxury  goods,  because  of  the 
uncertain  demand  for  their  products,  will  find  it  advantageous  to 
write  off  the  value  of  the  assets  more  rapidly  than  staple  concerns. 
Another  advantage  claimed  is  that  because  the  expenses  for  repairs 
increase  in  the  latter  years  of  the  life  of  the  asset,  the  de- 
preciation will  decrease  and  if  the  depreciation  and  repairs  are 
combined  for  each  year7the  amount  would  be  practically  the  same. 
Comparative  and  standard  costs  would  prove  more  satisfactory  if 
these  depreciation  methods  are  used. 

12.  Reserve  for  Depreciation  of  Buildings. 

1.  The  purpose  of  this  account  is  to  keep  the  depreciation  of 
the  asset  under  a separate  heading  and  to  help  evaluate  the  asset 
which  is  kept  on  the  books  at  cost. 

2.  It  is  credited  for  the  periodic  depreciation  as  determined 
by  the  depreciation  method  used  and  for  any  adjustment, 

3.  It  is  debited  for  the  amount  of  depreciation  reserved  to 
date  when  the  asset  is  sold,  discarded,  or  otherwise  disposed  of. 
Small  renewals  and  improvements  to  the  assets  may  be  debited  to 
this  account.  This  of  course  will  depend  largely  on  the  repair 
policy  followed  by  the  concern  in  question  and  the  depreciation 
rate  used. 

4.  The  balance  of  the  account  is  a credit  and  a valuation 

account. 

5.  when  preparing  the  balanoe  sheet,  the  balance  is  deducted 
from  the  buildings  account. 

13.  Equipment. 

A separate  account  is  generally  kept  by  a concern  which  has 
more  than  one  type  of  equipment  such  as  office  equipment,  factory 
equipment,  and  delivery  equipment.  The  principles  involved  would 
be  the  same  in  all  cases  except  the  rate  of  depreciation  used.  For 
example  office  equipment  may  have  a life  of  between  ten  and  fifteen 
years, while  delivery  equipment  will  have  a life  of  only  three  to 
five  years. 

1.  The  purpose  of  the  account  is  to  keep  equipment  of  each 
type  under  a descriptive  heading. 

2.  It  is  debited  for  the  cost  or  the  cost  to  construct  the 
equipment,  freight  and  other  transportation  charges  paid  therefo^ 
and  installation  or  costs  to  set  up  the  equipment  in  working  order. 

3.  The  account  is  credited  for  pieces  or  parts  of  equipment 

sold,  discarded,  or  otherwise  disposed  of. 

4.  The  balance  is  always  a debit  and  shows  the  equipment  of 
that  particular  kind  owned  by  the  concern. 

5.  It,  being  a fixed  asset,  is  shown  in  the  balance  sheet 

in  the  fixed  assets  group. 
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A'he  valuation  of  this  account  does  differ  essentially  from 
the  valuation  of  buildings.  Cost  less  depreciation  to  date  is  the 
proper  formula.  Before  this  formula  is  applied,  however,  an  in- 
spection of  the  debits  and  credits  must  be  made  to  ascertain  whether 
they  are  correct.  Neither  market  appreciation  nor  depreciation 
should  be  recognized  for  operating  purposes. 

14.  Reserve  for  Depreciation  of  Equipment. 

As  with  equipment,  a separate  account  should  be  kept  for  the 
reserve  of  each  type  of  equipment. 

1.  The  purpose  of  this  account  is  to  keep  under  a special 
heading  the  depreciation  reserve  for  the  kind  of  equipment  in  question. 

2.  The  account  is  credited  for  the  periodic  depreciation  set 
aside  as  calculated  by  the  depreciation  method  in  use  and  for  any 
increase  in  the  reserve  because  of  errors,  etc. 

It  is  debited  whenever  any  asset  is  removed  from  the  equip- 
ment for  the  amount  of  reserve  set  aside  against  the  asset  which  is 
^4  being  removed.  It  may  also  be  debited  for  renewals  and  improvement 
provided  they  extend  the  remaining  life  of  the  equipment  and  the 
rate  of  depreciation  is  set  up  with  this  purpose  in  mind. 

The  general  rule,  of  course,  is  that  any  renewals  and  improve- 
ments which  extend  the  life  of  the  equipment  and/or  increase  the 
earning  capacity  of  the  conoern  should  be  charged  to  the  equipment 
account. 

4.  The  balance,  if  any,  is  a credit  and  represents  the  reserve 
for  depreciation  of  the  equipment  under  consideration  and  is  a 
valuation  account. 

5.  It  is  deducted  from  the  corresponding  asset  on  the  balance 
sheet  to  help  show  the  value  of  the  equipment  from  a going  concern 

viewpoint. 

15.  Deferred  Charges. 

Unless  kept  as  a collective  account  for  prepaid  items  and 
expense  inventories,  an  account  should  be  kept  for  the  major  items 
of  deferred  charges.  The  debits  and  credits  to  these  individual 
accounts  will  depend  on  the  system  of  accounts  in  use  by  the 
particular  concern.  Perhaps  a good  way  to  make  this  point  clear  is 
to  give  the  function  of  the  following  accounts  used  under  different 
systems  of  accounts: 

1.  Unexpired  Insurance 

2.  Prepaid  Interest 

3.  Supplies  Inventory 

Assuming  that  the  insurance  premiums  are  debited  to  unexpired 
insurance  when  paid,  the  function  of  this  account  is- 

1.  The  purpose  would  be  to  keep  all  the  insurance  carried 

by  the  concern  under  one  title. 

2.  It  is  debited  for  all  insurance  premiums  paid  or  accrued 


. 


■ 


« 


. 


. 


. 


. 


•; 


. 

'rc; 


105 


during  the  period  and  increase  in  premiums  because  of  increase  in 

the  risk  involved. 

3.  The  account  is  credited  at  the  end  of  each  period  for  the 
amount  of  insurance  premiums  consumed  within  the  period  in  question. 
For  instance  if  *500  was  paid  on  October  1 as  premiums  for  one  year, 
on  December  31  of  the  same  year  one  fourth  or  ^125  would  have  been 
consumed  and  it  would  be  transferred  to  an  account  called  Insurance 
or  Insurance  Expense.  It  is  also  credited  for  any  reduction  of 
premiums  because  of  the  installation  of  sprinkler  system  or  other 
detrices  which  would  reduce  the  fire  risk. 

4.  The  balance  is  always  a debit  and  represents  the  insurance 
premiums  applicable  to  the  subsequent  period  or  periods. 

5.  It  is  listed  on  the  balance  sheet  in  the  deferred  charges 

group. 

If  the  insurance  premiums  are  charged  to  the  insurance 
account,  the  function  of  the  unexpired  insurance  account  would  be— 

1.  Its  purpose  is  to  keep  under  a separate  heading  the  un- 
expired insurance  at  the  end  of  each  period  for  balance  sheet  pur- 
poses. 


2.  At  the  time  the  account  is  opened  it  would  be  debited  for 
the  unexpired  insurance  premiums  at  the  enc  of  the  period.  In  sub- 
sequent periods,  it  would  be  debited  for  any  increase  in  the  un- 
expired premiums. 

3.  It  Is  credited  for  any  decrease  In  the  amount  of  unexpired 
insurance  as  determined  at  the  end  of  the  accounting  period. 

4.  As  in  the  previous  method  the  balance  is  a debit  and 
represents  insurance  premiums  which  benefit  future  periods. 

5.  As  a deferred  charge,  it  will  be  listed  in  the  balance 
sheet  as  such. 

The  handling  of  the  interest  accounts  differ  with  different 
concerns.  A prepaid  interest  account  may  be  kept  merely  for  balance 
^-sheet  purposes^or  it  may  be  kept  so  that  all  interest  paid  or  accrued 
will  be  debited  to  this  account.  If  the  latter  case  is  assumed,  the 
function  of  the  prepaid  interest  account  would  be  substantially  like 
that  of  unexpired  insurance  described  first.  It  would  be  debited 
for  all  interest  paid  on  notes  discounted.  At  the  end  of  each  period, 
it  would  be  credited  for  the  amount  of  Interest  consumed  during  the 
period.  The  balance  represents  the  interest  prepaid  on  discounts 
and  will  be  listed  as  a deferred  charge. 

Assuming  that  the  prepaid  interest  account  is  kept  merely  for 
balance  sheet  nprposes,  its  function  would  be  identical  to  the 
function  of  unexpired  insurance  explained  in  the  second  example 
above.  As  the  account  is  opened,  it  would  be  cebited  for  the  prepaid 
interest  at  that  time.  In  subsequent  periods,  the  account  is  debited 
for  any  increase  in  the  prepaid  interest.  If  the  prepaid  interest 
— is  less  in  any  subsequent  periods, it  would  be  credited  for  the 
decrease. 
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Supplies  inventory  accounts  are  used  to  keep  an  accurate  record 
of  supplies  on  hand.  If  the  title  of  this  account  were  changed  into 
that  of  unexpired  insurance  or  prepaid  interest,  the  function  of  thB 
supplies  inventory  account  would  he  similar  in  every  respect.  There- 
fore any  explanation  given  about  insurance  and  interest  applies  with 
equal  force  to  the  supplies  inventory  accounts. 

Under  the  first  method  the  function  would  be: 

1.  Debited  for  supplies  purchased. 

2.  Credited  for  supplies  used  during  the  period. 

3.  The  balance  is  always  a debit  and  shows  the  supplies  on 
hand  at  balance  sheet  dates. 

Under  the  second  method  the  supplies  inventory  account  would  be 
debited  for  any  increase  or  credited  for  any  decrease  in  the  supplies 
on  hand  at  the  close  of  each  period. 

16.  Notes  Payable. 

1.  The  purpose  of  this  account  is  to  keep  under  one  heading 
the  notes  obligation  of  the  concern.  Smaller  concerns  usually  handle 
all  notes  through  one  account.  But  large  concerns  should  keep  at 
least  two  notes  payable  accounts,  one  for  notes  payable  to  banks 

and  another  for  notes  given  to  creditors  for  goods  purchased.  Be- 
cause of  the  similarity  in  the  liability,  both  practically  and 
legally,  drafts  and  trade  acceptances  will  not  be  discussed  separately. 
Gf  course  if  it  is  the  trade  practice  so  to  do^or  the  number  of  trade 
acceptances  and  drafts  handled  is  large,  individual  accounts  should 
be  kept  for  each  type  of  instrument. 

2.  The  account  is  credited  for  notes  payable  issued.  If  the 
account  includes  trade  acceptances,  all  acceptances  would  be  credited 
to  this  account  also. 

3.  It  is  debited  for  the  amount  of  the  notes  when  they  are  paid. 
If  included  in  the  account,  drafts  paid  are  also  debited  to  this 
account. 

4.  The  balance,  if  any,  is  a credit  and  shows  the  obligation 
of  the  concern  for  negotiable  instruments  issued  and/or  accepted. 

5.  It  is  listed  on  the  balance  sheet  as  a current  liability 
and  generally  as  the  first  item. 

The  valuation  of  liabilities  requires  no  special.  »roblem  because 
they  should  be  stated  at  the  amounts  owed.  The  only  problem  involved 
here  is  that  liabilities  should  be  fully  and  clearly  stated  on  the 
balance  sheet. 

17.  Creditors*  Accounts. 

1.  The  purpose  of  this  account  is  to  keep  under  one  heading 
for  each  individual  all  the  oral  promises  to  pay.  V^here  the  voucher 
system  is  used,  all  payable  items  would  be  automatically  recorded  as 
accounts  payable  with  less  likelihood  of  omission  or  errors. 


’ 


* 


■ 


. 


• 

• 

f 

. 

. 


. 


107 


2.  It  is  credited  for: 


bills  not 


( a) 

paid 


Invoice  price  of  merchandise  purchased  or  expense 
for  in  cash. 


(b)  Freight  paid  by  the  creditor  to  be  reirnoursed  by 

the  concern. 


(c)  Any  money  or  equivalent  returned  by  the  creditor 
for  overpayments  by  the  firm. 

(4)  Corrections  of  invoices  for  undercharges.  This 
may  arise  when  the  original  invoices  were  understated  in  error. 

(e)  Any  adjustment  to  tae  account  to  increase  tae 

credit  side. 

3.  The  account  is  debited  for: 

(a)  Cash  or  equivalent  given  as  payment  to  individual 

credi tors. 


( b)  Notes,  drafts,  and  other  negotiable  instruments 
not  acceptable  as  ca3h  issued  to  him. 

( c)  Terchandise  returned  by  the  concern. 

(d)  Allowances  made  to  the  concern  by  tie  creditor. 

(e)  Corrections  of  invoices  for  overcharges. 

(f'!  Discounts  including  both  cs.3h  and  trade  discounts 
allowed  by  him  to  the  concern. 

( g)  Any  adjustment  made  in  order  to  decrease  the  credit 
side  of  the  account 


4.  Its  balance  is  always  a credit  and  represents  the  liability 
on  account  of  the  oral  promises  to  pay  usuaLly  for  merchandise 
purchased. 


5.  It  is  a current  liability  and  30  listed  on  the  balance 
sheet  next  to  notes  payable. 

18.  iscellaneous  Payables. 

1.  The  purpose  of  this  account  i3  usually  to  keep  under  one 
heeding  accrued  and  other  liabilities  brought  on  tne  books  when  the 
accounts  or  book3  are  adjusted  preparatory  to  the  preparation  of  the 
statements.  Although  not  absolutely  necessary,  it  is  advisable  to 
keep  an  account  for  accrued  liabilities  or  miscellaneous  liabilities 
and  so  shown  on  the  balance  sheet.  The  reason  is  that  on  several 
occasions  the  writer,  who  followed  the  practice  of  including  accrued 
liabilities  with  accounts  payable,  was  questioned  on  the  matter  of 
accrued  liabilities  by  bankers.  t!any  bankers  and  credit  men  often 
assume  that  if  accrued  liabilities  are  not  listed  separately,  they 
might  have  been  omitted  from  the  balance  sheet. 
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2.  It  is  credited  for  miscellaneous  and  accrued  items, 
generally  at  the  end  of  each  period,  for  liabilities  which  were  not 

— recorded  in  the  ordinary  course  of  business  during  the  period. 

3.  The  account  is  debited  when  the  items  are  either  paid  or 
removed  from  the  a o count. 

4.  Except  at  balance  sheet  dates,  the  account  is  generally 
closed  out  and  shows  no  balance.  At  balance  sheet  dates,  the 
balance  is  a credit  and  represents  miscellaneous  and  accrued  items 
payable. 

5.  The  balance  is  usually  listed  on  the  balance  sheet  as  the 
last  item  under  current  liabilities. 

It  may  be  noted  here  that  instead  of  keeping  one  account  for 
aocrued  liabilities^ some  accountants  prefer  the  method  of  keeping 
one  account  for  each  of  the  major  items  of  accrued  liabilities  such 
— (-as  salaries  and  wages,  rent,  and  interest.  This  procedure,  although 
not  without  advantages  in  certain  cases,  requires  several  additional 
accounts  which  are  generally  unnecessary. 

19.  Long  Term  Obligations. 

1.  Liabilities  which  do  not  mature  within  one  year  are  in- 
cluded under  this  heading.  Generally  they  comprise  long  term  notes 
and  bonds  but  some  accounts  payable  may  come  under  this  heading. 

An  example  of  t his  would  be  when  a partner  loans  money  to  the 
partnership  for  a longer  period  than  one  year.  Although  the 
function  of  bonds  payable  does  not  differ  from  that  of  long  term 
notes,  our  chief  consideration  here  is  in  respect  to  notes.  Bonds 
will  be  considered  in  detail  under  corporate  obligations  in 
Chapter  XVIII. 

2.  The  acoount  is  credited  for  all  long  term  notes  at  the 
time  they  are  incurred  or  renewed. 

3.  It  is  debited  for  notes  paid  and  renewed. 

4.  The  balance,  if  any,  is  a credit  and  shows  the  liability 
for  notes  which  will  not  mature  within  one  year  from  the  date  of 
the  balance  sheet. 

5.  This  class  of  obligations  is  listed  on  the  balance  sheet 
as  fixed  liabilities. 

It  should  be  stated  here,  however,  that  if  the  notes  will 
have  to  be  paid  within  the  year,  they  should  be  handled  as  current 
liabilities  irrespective  of  the  term  of  the  notes.  They  may  be 
five  year  notes  with  one  year  or  less  to  the  maturity  date.  If 
so,  they  are  just  as  current  as  short  term  notes. 

20.  deferred  Credits. 

% 

This  term  is  used  here  as  a collective  term  and^to  simplify 
— 'its  function, it  will  be  subdivided  into  items  which  will  eventually 
turn  into  income  and  those  which  may  turn  into  liabilities.  For 
this  purpose  the  explanation  of  two  items  will  suffice  because  the 
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principles  are  the  same  in  all  cases. 

Interest  Received  in  Advance. 
Rent  Received  in  Advance. 


1.  The  purpose  of  this  account  is  to  show  any  interest  received 
or  recorded  before  the  interest  is  actually  earned.  A loan  may  be 
made  for  a certain  term  and  the  interest  deducted  from  the  face  of 

— the  note.,  or  a note  may  be  received  for  the  amount  due  and  the  in- 

— terest.  For  example.,  a customer  who  owes  the  concern  *5,000  (jtsdr*  for 
whioh  he  will  make  payment  with  a four  months  interest  bearing 
note  and  writes  the  note  for  *5,100  without  interest,  instead  of 
writing  the  note  for  *>5,000  and  stating  that  the  note  will  bear 
interest.  Another  example  of  interest  being  recorded  before  it  is 
actually  received  arises  when  an  interest  bearing  note  is  discounted. 
If  the  latter  note  referred  to  above  was  discounted  one  month  after 
the  date  of  receipt  an  entry  would  be  made  thus: 


Cash 

Prepaid  Interest 

Notes  Receivable  Discounted 
Interest  Received  in  Advance  or 
Interest  Income 


*>5,023.50 

76.50 

*>5,000 

100 


For  present  purposes  it  will  be  assumed  that  Interest  Received  in 
Advance  is  credited. 

2.  The  account  as  shown  above  is  credited  for  any  interest 
received  or  recorded  before  the  interest  is  actually  earned. 


3.  It  is  debited  at  the  end  of  each  period  for  the  amount  of 
interest  earned  during  the  period.  The  corresponding  credit  would 
be  to  interest  income. 

.4.  The  balance  is  a credit  and  shows  the  interest  received  or 
recorded  which  will  be  earned  in  the  subsequent  period. 

5.  It  is  shown  on  the  balance  sheet  as  a deferred  credit.  The 
account  may,  on  the  other  hand,  be  kept  merely  for  balance  sheet 
purposes  and  when  so  kept  it  is  credited  for  the  unearned  interest 
at  the  time  the  method  is  established  and  for  any  increase  in  un- 
earned interest  at  the  end  of  each  subsequent  period;  and  it  is 
debited  at  the  end  of  eaoh  period  for  any  decrease  in  unearned 
interest. 

1.  The  purpose  of  rent  received  in  advance  is  to  show  the  un- 
earned rent  on  the  balance  sheet,  to  help  determine  the  amount  of 
rent  earned  within  the  period,  and  to  show  the  possible  liability 
for  rent  which  may  have  to  be  returned,  when  so  stated  in  the  lease, 
to  the  tenant  if  the  premises  are  destroyed  by  fire  or  "acts  of 
God". 

2.  It  is  credited  for  rent  received  in  advance. 

3.  It  is  debited  for  the  rent  earned  at  the  end  of  the  period. 
The  corresponding  credit  is  to  rent  income. 

4.  The  balance,  if  any,  is  a credit  and  represents  the  amount 
of  unearned  rent  at  the  date  of  the  balance  sheet.  It  will  turn 
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into  income  in  the  subsequent  period* 

5*  The  balance,  of  course,  is  shown  as  a deferred  credit  on 
the  balance  sheet* 

El*  Reserves* 

- The  term  is  used  here  not  in  the  same  sense  that  reserve  for 

depreciation  is  elsewhere  used.  Reserve  for  depreciation  does  not 
represent  a true  reserve*  It  is  an  offsetting  or  valuation  account. 
True  reserves  do  not  affect  the  profit  and  loss  for  the  period  as 
reserves  for  depreciation  do  because  the  corresponding  debits  are 
to  expense  or  depreciation  accounts.  Real  reserves  are  set  aside 
out  of  surplus  in  the  case  of  corporations  and  out  of  the  final 
and  distributable  profits  in  the  case  of  the  other  units  of  business 
organization*  A reserve  may  be  voluntary  or  compulsory.  If  com- 
pulsory, it  may  constitute  a liability. 

Insurance  and  banking  laws  require  that  a certain  percent  or 
amount  of  income  or  net  profit  be  set  aside  before  the  final  profit 
— +oan  be  determined^ or  any  dividend  paid  to  the  stockholders.  In- 
surance laws  provide  that  every  insurance  company  shall  set  a 
reserve  aside  to  cover  unearned  premiums.  Bank  laws  generally 
require  that  a reserve  or  surplus  of  20$  be  created  before  opera- 
' tion  is  begun  and  if  losses  brings  this  reserve  oeiow  20$,  it  must 
be  replaced  out  of  subsequent  periods  before  any  profit  can  be 
returned  to  the  stockholders  as  dividends.  Additional  information 
in  these  matters  may  be  obtained  from  statute  books. 

Reserves  as  used  in  this  work  should  not  be  confused  with  the 
so  called  secret  reserves.  As  a general  rule,  secret  reserves 
arise  from  a too  conservative  valuation  of  balance  sheet  items. 
Jxcessive  depreciation  or  asset  items  charged  to  expenses  when 
purchased  create  secret  reserves.  Overstatements  of  liabilities 
will  bring  about  the  same  results.  The  balance  sheet  of  the 
General  Electric  Company  for  example,  shows  Furniture  and  appliances 
other  than  in  factories  listed  at  *1,00  and  Patents  and  franchises 
also  listed  at  vl*00. 

The  reserves  which  will  be  considered  here  are  the  real  and 
open  reserves  and  are  properly  shown  on  the  balance  sheet.  Con- 
servatism can  be  reflected  on  the  face  of  the  balance  sheet  of  a 
concern  by  setting  aside  out  of  net  profits  or  surplus  reserve 
accounts  for  extension  and  expansion,  for  the  repayment  of  debts, 
for  equalizing  dividends,  for  loss  in  the  value  of  inventories, 
and  for  any  other  desirable  purposes.  Because  the  functions  of 
these  accounts  are  the  same  In  all  cases,  the  consideration  of  one 
of  them  will  suffice  for  present  purposes. 

1*  The  purpose  of  the  reserve  for  extensions  account  is  to 
set  aside  out  of  profit  a periodic  amount  for  the  extension  of  the 
business  whenever  the  need  may  arise  without  the  necessity  of 
borrowing  or  increasing  the  capital. 

2.  It  is  credited  for  any  amount  transferred  to  this  account 
whenever  the  management  deems  expedient. 

3.  The  account  may  be  debited  whenever  the  reserve  or  any 
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part  of  it  has  fulfilled  the  purpose  for  which  it  was  created  at 

the  discretion  of  the  management. 

4.  The  balance  of  this  account  is  always  a credit  and  rep- 
resents the  amount  of  the  reserve  available  for  the  purpose  which 
it  was  created.  The  real  effect  of  it  is  to  keep  that  amount  out 
of  the  general  profits  or  surplus  accounts  for  some  s ecific 

purposes. 

5.  It  should  be  shown  as  an  appropriated  profit  or  surplus 
in  the  net  worth  section  of  the  balance  sheet. 

The  attention  of  the  reader  may  al30  be  called  here  to  the 
fact  that  so  called  reserves  for  taxes  and  wages  are  sometime  seen 
in  published  balance  sheets.  It  is  unfortunate  that  such  a lack 
of  uniformity  in  accounting  terminology  exists  in  practice,  but 
when  the  term  reserve  is  used  in  reference  to  taxes  estimated  or 
accrued,  accrued  wages,  and  the  like,  it  is  misleading  because  the 
items  represent  liabilities  or  accrued  liabilities  and  should  be 
stated  in  the  balance  sheet  as  current  liabilities. 

22.  Investment  Accounts. 

1.  Investment  or  capital  accounts  as  used  here  refer  to  the 
investment  of  the  owners  of  a business.  The  purpose  is  the  same 
whether  the  concern  is  a sole  proprietorship  or  partnership.  The 
only  difference  is  that  in  a partnership,  a capital  account  is 
kept  for  each  partner.  The  account  is  kept  in  order  to  show  the 
capital  invested  by  the  proprietors  and  any  profit  transferred  to 
the  capital  accounts  as  permanent  capital. 

2.  It  is  credited  for  the  amount  of  the  original  investment, 
any  permanent  additional  investments,  and  for  any  profits  trans- 
ferred to  the  capital  accounts  for  permanent  uses. 

3.  The  account  is  debited  for  any  money  withdrawn  from  the 
business  with  the  intention  of  permanently  reducing  the  capital 
and  for  any  capital  loss  or  operating  loss  if  no  intention  exists 
of  restoring  the  capital  account  to  its  original  position. 

4.  The  balance  is  a credit  as  long  as  the  concern  has  any 

net  worth  left  and  represent  the  proprietor’s  investment  as  capital. 

5.  It  Is  shown  in  the  net  worth  section  of  the  b lance  sheet. 

23.  Proprietor’s  Personal  Account. 

1.  The  personal  account  is  generally  kept  with  the  proprietor 
or  with  each  partner  in  the  case  of  the  partnership  in  order  to  free 
the  investment  or  capital  accounts  of  details,  3mall  items,  and 
items  of  a temporary  and  personal  nature. 

2.  It  is  debited  for  any  amount  withdrawn  from  the  business 

in  contemplation  of  earnings,  for  amounts  of  a personal  nature  taken 
out  of  the  business,  and  for  any  business  losses. 

3.  The  account  is  credited  for  additional  investments  of  a 
temporary  nature  and  for  business  profits  not  withdrawn.  It  may 
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also  be  credited  for  salaries  not  withdrawn  from  the  business. 

4.  The  balance  may  be  either  a debit  or  credit . depending  on 
the  circumstances  in  each  individual  case.  If  a debit,  the  balance 
represents  a reduction  of  capital^and  if  a credit,  an  addition  to 

the  oapital. 

5.  1‘he  balance  is  shown  in  the  net  worth  section  of  the 
balance  sheet  as  a deduction  from  or  addition  to  the  capital,  de- 
pending on  whether  the  balance  is  a debit  or  credit.  This  should 
be  done  in  order  to  show  the  actual  book  interest  of  the  proprietor 
or  of  each  partner  if  the  ooncern  is  a partnership. 

24.  Problem  with  all  elements  Considered. 

The  balance  sheet  accounts  of  The  Boston  wholesale  Company  at 

June  30,  1930  are  as  follows: 


Cash  on  hand 

*3,500 

Cash  in  Bank 

11,500 

Notes  Receivable 

20,000 

Notes  Receivable  Discounted 

10,000 

Accounts  Receivable 

34,500 

Pie  serve  for  Bad  Debts 

3,000 

Rent  Receivable 

400 

Interest  Receivable 

100 

Inventory  (Market  value  *56,000) 

62,000 

Land 

10,000 

Buildings 

50,000 

Reserve  for  Depreciation  of 
Buildings 

12,000 

equipment 

8,000 

Reserve  for  Depreciation  of 
equipment 

3,000 

Unexpired  Insurance 

500 

Prepaid  Interest 

150 

Supplies  Inventory 

650 

Notes  Payable-Bank 

20,000 

Notes  Payable-Trade 

5,000 

Accounts  Payable 

27,500 

Mortgage  Payable 

20,000 

Accrued  Taxes-Property 

300 

Accrued  Taxes-Income 

500 

Accrued  Salaries  & .<ages 

600 

Rent  Income  Unearned 

250 

Interest  Income  Deferred 

150 

Reserve  for  expansion 

10,000 

Reserve  for  Inventory  Fluctuation 

5,000 

a.  Brown- Investment  (1-1-30) 

60,000 

...  Brown-Personal-Debit 

8,000 

From  the  above  accounts,  prepare  a balance  sheet  that  will 
correctly  set  forth  the  financial  condition  of  Mr*  Brown  at 
June  30,  1930. 
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THE  BOSTON  WHOLESALE  COMPANY 
Balance  Sheet,  Jane  30 , 1030 
Assets 


Current  Assets: 
Cash: 


On  Hand 

s)  3,500 

In  Banks 

11,500 

15,000 

Notes  Receivable 

"20,  (MS 

Less-Notes  Receivable 

Discounted 

10.000 

10,000 

Accounts  Receivable 

34 ! 365 

Less-Reserve  for  Bad 

Debts 

3,000 

31,500 

Rent  Receivable 

400 

Interest  Receivable 

100 

Inventory 

56,000 

Total  Current  Assets 
Fixed  Assets: 

Land 

10,000 

Buildings 

50,000 

Less-Reserve  Tor 

Depreciation 

12.000 

8*555' 

38,000 

Equipment 

Less-Reserve  for 

Depreciation 

3.000 

5,000 

Total  Fixed  Assets 
Deferred  Charges: 

Unexpired  Insurance 

500 

Prepaid  Interest 

150 

Supplies  Inventory 

650 

Total  Deferred  Charges 

Total  Assets 


113,000 


53,000 


1,300 


1f  167, 300 
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Liabilities  &.  Pet  worth 


Current  Liabilities: 

Notes  Payable-Bank  v20,000 
Notes  Payable-Trade  5,000 
Accounts  Payable  27,500 
Accrued  Taxes-Property  300 
Accrued  Taxes-Income  500 
Accrued  Salaries  % »<ages  600 


Total  Current  Liabilities 
Fixed  Liabilities: 

Mortgage  Payable 
Deferred  Credits: 


Rent  Income  Unearned 

250 

Interest  Income  Deferred 

150 

Total  Deferred  Credits 
Total  Liabilities 
Net  Worth: 


W.  Brown- Investment 
Add: 


Reserve  for  expansion 
Reserve  for  Inventory 
Fluctuation 
Net  Profit  for  Six  Months  26,000 
Less-W .Brown-Personal 
Total  Net  Worth 
Total  Liabilities  & Net  worth 


10,000 
5,000 
8.000  18.000 


^ 53,900 

20,000 

400 

60,000 

33.000 


C 74,300 


93.000 


. 
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CHA^jCR  VIII 

ACCOUNT'S  - FUNCTION  AMD  VALUATION  (CONT.  ) 


1.  Sales. 

1.  The  purpose  of  the  sales  account  is  to  keep  the  goods 
sold  under  one" heading,  where  detailed  information  is  required, 
more  than  one  sales  account  may  be  kept.  A separate  account  for 

i_  eaoh  class  of  goods,  or  for  each  department, may  be  kept  if  necessary. 

2.  It  is  credited  for  all  merchandise  sold  and  for  any  adjust- 
ment. 

3.  It  is  debited  for  returned  sales  and  allowances  when  no 
separate  account  is  kept  for  them.  If  a returns  and  allowances 
account  is  kept,  the  account  is  debited  only  for  any  adjustments 

during  the  period. 

*it  the  time  the  books  are  closed,  the  account  is  debited  for: 

(a)  Returns  snd  allowances,  provided  an  account  is  kept  for 
returns  and  allowances. 

(b)  Cost  of  sales  for  the  period. 

(c)  Gross  profit  or- margin  on  sales. 

4.  Before  closing, the  balance  is  always  a credit  and  shows 
the  sales  for  the  period.  After  closing,  the  account,  of  course, 
will  show  no  balance.  Being  a nominal  account,  it  will  be  closed 
out  at  the  end  of  each  period  in  order  to  begin  the  new  period  with 
the  balances  of  the  real  accounts  only  and  to  isolate  the  items 
which  show  the  changes  in  the  net  worth  at  the  end  of  each  period. 

5.  The  balance  will  appear,  before  closing,  as  the  first  item 

in  the  profit  and  loss  statement. 

Generally  there  is  no  valuation  problem  in  connection  with  the 
nominal  accounts.  If  the  balance  sheet  items  are  properly  valued, 
no  profit  and  loss  element  can  affect  the  net  profit  or  loss  for  the 
period.  However,  care  must  be  taken  in  seeing  that  no  offsetting 
errors  exist.  That  is,  some  purchases  may  have  been  posted  to  the 
debit  of  the  sales  account,  or  sales  posted  to  the  credit  of 
—purchases;  selling  expenses  charged  to  administrative  expenses, and 
vice  versa.  Unless  the  nominal  accounts  are  properly  and  correctly 
stated,  they  would  have  little  or  no  value,  and  frequently  they  may 
mislead  the  management. 

2.  Sales  Returns  and  Allo?mnces. 

1.  The  purpose  of  this  account  is  to  show  the  goods  returned 
by  and  allowances  made  to  customers.  It  generally  reflects  in  some 
respects  the  efficiency  of  the  sales  force.  Merchandise  may  be 
forced  on  customers,  a different  quality  goods  may  be  sent;  or  a 
larger  order  than  the  customer  ordered  may  be  turned  in  the  office. 

On  the  other  hand  the  customer  may  order  the  goods  and  later  decides 
that  he  does  not  need  them,  make  undue  demands  for  alloY<ances,  etc. 
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All  of  this  information  must  be  kept  before  the  management 
so  that  it  can  keep  in  constant  touch  with  the  amount  of  returns 
-and  allowances., and  apply  remedies  and  preventives  in  order  to  re- 
duce both  returns  and  allowances  because  every  return  and  allowance 
-actually  reduce* the  net  profit  of  the  concern. 

If  more  than  one  sales  account  is  kept,  the  return  allowances 
accounts  must  be  so  kept  that  they  will  correspond  with  the  sales 
accounts.  This  will  help  determine  the  net  sales  for  each  class  of 
goods  handled  or  department.  Circumstances  nay  also  require  that 
separate  accounts  be  kept  for  returns  and  allowances,  but  unless 
the  amounts  are  large,  it  would  not  be  absolutely  necessary. 

2.  It  is  debited  for  all  returns  and  allowances  and  for  any 

correction. 

3.  Generally  there  will  be  no  credits  to  this  account  during 

the  period. 

When  the  books  are  cl >sed,  it  is  credited  for  the  total  debits 
in  order  to  close  the  account  into  sales. 

4.  Before  closing,  the  balance  is  a debit  and  represents  the 
returns  and  allowances  for  the  period  under  consideration. 

5.  The  balance  of  the  account  is  deducted  from  sales  on  the 
profit  and  loss  statements. 

3.  Purchases. 

1*  The  purpose  of  the  purchases  account  is,  of  course,  to 
record  all  merchandise  purchased  in  one  account.  However,  when- 
ever more  than  one  sales  accounts  are  kept,  the  purchases  accounts 
must  likewise  be  kept  to  dovetail  with  the  sales  accounts. 

2.  1‘he  account  is  debited  for  the  invoice  price  of  goods 
—purchased,  and  where  feasible, freight  on  purchases  may  be  charged 

directly  to  purchases. 

.-here  no  cost  of  sales  account  is  kept,  the  account  is  debited 
at  the  end  of  each  period  for  (a)  the  opening  inventory,  (b)  freight 
on  purchases  which  was  not  charged  direct,  (c)  duties  on  goods 
imported  if  not  directly  charged  to  purchases  (d)  any  other  item 
which  properly  constitutes  an  additional  cost  of  goods  purchased. 

3.  During  the  period  the  account  is  credited  only  for  correc- 
tions and  adjustments.  At  the  time  the  books  are  closed,  it  is 

-r  credited , for  the  closing  inventory  and  for  the  cost  of  sales 
represented  by  the  balance  of  the  account  after  all  other  items 
— have  been  posted  therein.  If  no  cost  of  sales  account  is  kept, the 
corresponding  debit  is  to  sales. 

4.  Before  closing,  the  balance  is  a debit  and  shows  the  in- 
voice price  of  the  goods  purchased,  provided  freight,  duties, 
etc.,  had  not  been  charged  thereto. 

5.  The  balance  is  listed  in  the  profit  and  loss  statement 
usually  next  to  the  opening  inventory. 
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4.  Purchases  Returns  and  Allowances. 

1.  Like  the  returns  and  allowances  on  sales,  the  purpose  of 
this  account  is  to  show  under  a separate  heading  goods  returned  and 
allowances  received  from  creditors.  Close  supervision  must  be  kept 

— over  these  items,, especially  returns,  because  they  increase  expenses 
H and  often  cause  expensive  delays.  If  wrong  quality  goods  <tre  re- 
ceived, the  concern  may  lose  some  sales  because  of  its  inability 
—to  supply  the  customers  with  the  goods  wanted,and  additional  ex- 
penses may  be  incurred  in  handling  and  returning  the  merchandise. 
Therefore  it  is  just  as  important  to  choose  the  right  creditors  as 
to  choose  the  customers. 

2.  The  account  is  credited  for  all  returns  and  allowances 
which  took  place  during  the  period.  ..here  more  than  one  purchases 
accounts  are  kept,  the  returns  end  allowances  accounts  will  corres- 
pondingly be  increased. 

3.  Other  than  adjustments  or  corrections,  there  will  be  no 
debit  to  this  account  during  the  period,  hhen  closing  the  books, 
it  is  debited  for  the  total  shown  by  the  account. 

4.  The  balance  is  always  a credit  and  represents  merchandise 
returned  to  and  allowances  received  from  creditors. 

5.  It  is  deducted  from  the  pur chases  when  preparing  the 
profit  and  loss  statement. 

5.  Duties  on  Purchases. 

1.  .then  a separate  account  is  kept,  the  purpose  of  this 
account  is  to  show  the  duties  paid  on  goods  imported. 

2.  It  is  debited  for  all  duties  paid  on  purchases.  If 
the  c utf  on  some  purchases  have  not  been  paid  because  the  goods 
were  transferred  to  a bonded  warehouse,  the  account  should  be 
debited,  when  the  books  ere  adjusted,  for  the  duties  accrued. 

— Recently,  in  the  course  of  an  audit,  the  7<riter  met  with  an 

interesting  experience  along  this  line.  Some  special  goods  were 
imported  by  the  conoern  whose  books  were  being  audited,  and  the 
goods  have  been  left  in  the  warehouse  for  more  than  a year.  In 
—-fact,  the  goods  are  still  iintthe  warehouses  Duties  a ounting  to 
about  vljOOO  have  been  brought  on  tne  oooisis  on  June  30,  1930  by  an 
entry  debiting  the  duties  account  and  crediting  accrued  liabilities. 
The  interesting  part  of  it  came  up  in  the  valuation  of  those  goods 
for  balanoe  sheet  purposes.  There  is  no  market  for  those  goods  at 
present  and  it  is  doubtful  if  the  goods  can  ever  be  sold  for  any- 
thing. The  writer,  therefore,  was  compelled  to  list  this  merchandise 
in  the  inventory  at  zero. 

3.  Usually  there  is  no  credit  to  the  account  during  the 
period.  At  the  end  of  the  period,  the  account  is  credited  for  the 
balance  in  order  to  close  it  into  purchases. 

4.  The  balance  is  always  a debit  and  represents  the  duties 
paid  and  accrued  on  purchases. 
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5.  It  is  listed  in  the  profit  and  loss  statement  as  an 

additional  cost  of  merchandise. 

6.  Freight  and  Other  Charges  to  purchases. 

1.  The  purpose  of  this  account  is  to  keep  under  a separate 
heading  freight,  cartage,  and  the  like  which  cannot  easily  and 
accurately  be  charged  to  purchases. 

2.  It  is  debited  for  freight,  cartage,  etc.,  paid  or  accrued 
on  purchases. 

3.  As  a general  rule  there  is  no  credit  j to  the  account 
during  the  period  except  possibly  for  ad  justi,  ents.  At^closing 
date,  it  is  credited  for  the  balance  in  order  to  close  it  into 
purchases. 

4.  It  shows  a debit  balance  which  represents  freight,  cartage, 
and  other  costs  of  purchases. 

5.  The  balance  is  listed  in  the  profit  and  loss  statement 
as  an  addition  to  purchases. 

7.  Selling  Expenses. 

1.  A collective  or  control  account  may  be  kept  in  the  ledger 
and  individual  selling  expense  items  kept  on  analysis  or  expense 
sheets.  In  such  a case,  the  purpose  of  the  account  is  to  have  a 
suigmary  of  all  selling  expenses  under  one  title.  If  individual 
accounts  are  kept  in  the  ledger,  the  purpose  of  each  would  be  the 
same — To  keep  under  specially  descriptive  accounts  the  different 
types  of  selling  expenses. 

2.  It  is  charged  for  all  items  which  tend  to  make  the  sales, 
whether  directly  or  indirectly.  The  more  common  are  commission, 
salesmen’s  salaries,  salesmen’s  expenses,  advertising,  sales  pro- 
motion expenses,  training  of  salesmen,  freight  on  sales,  and  other 
miscellaneous  sales  expenses. 

3.  With  the  exception  of  adjustments,  the  account  will  receive 
no  credit  daring  the  period.  Vi  hen  closing  the  accounts  at  the  end 
of  the  period,  it  is  credited  for  the  total  debits. 

4.  3efore  closing,  the  balance  is  a debit  and  shows  the  total 
selling  or  Individual  selling  expenses  for  the  period. 

5.  It  is  shown  as  the  first  item  or  items  under  operating 
expenses  in  the  profit  and  loss  statement. 

— 8.  Administrative  Expenses. 

1.  ‘^hen  used  with  selling  expenses  as  a collective  account, 
its  purpose  is  to  keep  under  one  heading  all  operating  expenses 
other  than  selling  expenses.  If  used  as  a collective  or  control 
account,  the  detail  items  are  kept  in  analysis  or  expense  sheets. 

2.  It  is  debited  for  all  administrative  and  general  expense 
items  including  salaries  of  officers  and  executives,  other  than 
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selling,  rent,  taxes  on  property  used  for  business  purposes,  in- 
surance, and  all  other  operating  expenses  not  classed  as  selling 

expenses. 

3.  xhe  account,  generally,  receives  no  credits  during  the 
period;  but  when  the  books  are  closed,  it  is  credited  for  the 
total  debits  in  order  to  close  the  account  into  profit  and  loss. 

4.  Ahe  balance  is  always  a debit  and  represents  the  admini- 
strative and  general  expenses  paid  or  accrued  during  the  period. 

5.  It  is  listed  as  an  operating  expense  next  to  selling 
expenses  in  the  profit  and  loss  statement. 

9.  Financial  Income. 

1.  Individual  accounts  should  be  kept  for  each  item  of 
financial  income  such  as  interest  income  and  cash  discounts  on 
purchases.  The  purpose  in  each  case  is  theoretically  the  same; 
and  that  is  to  keep  income  items  which  can  be  classed  as  business 
income  and  yet  do  not  constitute  the  chief  source  of  income,  under 
individual  headings.  In  discussing  these  items,  therefore,  they 
are  considered  as  one. 

2.  It  is  credited  for  the  income  described  by  the  particular 
title  of  the  account  for  items  received  or  accrued  during  the 

period. 

3.  The  account  is  usually  not  debited  for  anything  during  the 
period.  It  may,  of  course,  be  debited  for  adjustments.  At  the 
time  the  books  ore  closed  it  is  debited  for  the  total  shown  on  the 
credit  side  of  the  account  in  order  to  transfer  or  close  the  account 
into  profit  and  loss. 

4.  ^he  balance  is  always  a credit  and  shows  the  income  re- 
ceived from  the  particular  source. 

5.  It  is  listed  in  the  profit  and  loss  statement  immediately 
following  the  net  operating  profit  or  loss  as  other  or  financial 

income. 

10.  Income  from  Outside  sources. 

1.  These  items  are  generally  related  to  financial  inco:  e items. 
In  fact,  many  accountants  seem  to  draw  no  distinction  between  the 
two  classes  of  incidental  income.  The  distinguishing  feature, how- 
ever, is  that  financial  income  arise  out  of  the  ordinary  operation 
of  the  business  while  income  from  outside  sources  arise  generally 
out  of  transactions  which  do  not  affect  the  operating  results  of  the 
concern.  For  example,  a railroad  corporation  can  dispose  of  the 
office  buildings  held  for  investment  without  affecting  the  railroad 
business.  Jecause  the  purpose  is  similar  in  all  cases,  the  group 
will  be  discussed  as  one  item. 

The  purpose  is  to  keep  out  of  the  regular  income,  income  items 
arising  from  outside  or  investment  transactions  which  do  not  come 
directly  under  the  scope  for  v.-hich  the  business  was  organized. 
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2.  It  is  credited  for  all  items  of  income  coming  under  its 
— description  as  shown  by  the  title  of  the  account. 

3.  If  no  separate  account  is  kept,  it  may  be  debited  for  ex- 
penses directly  chargeable  against  this  class  of  income.  At  the 
end  of  each  period,  the  account  is  debited  for  the  entire  balance 
shown  by  the  account.  The  corresponding  creo.it  is  to  profit  and 

loss. 

4.  The  balance t if  any,  is  a credit  and  represents  the  income 

received  or  accrued  from  the  source  of  income  in  question. 

5.  It  may  appear  in  the  profit  and  loss  statement  either  next 
to  financial  income  or  added  to  the  net  profit  for  the  period. 

11.  Financial  Expenses  or  Losses. 

1.  The  substance  of  these  items  is  exactly  the  opposite  of 
financial  income.  Individual  accounts  are  generally  maintained 
for  interest  expenses,  cash  discounts  on  sales,  loss  from  bad 
accounts,  and  other  items  of  like  character.  As  the  function  of 
the  individual  accounts  is  fundamentally  alike,  it  will  be  dis- 
cussed as  one  account. 

Its  purpose  is  to  keep  under  the  special  title  all  items 
applicable  thereto  in  order  to  show  the  total  loss  or  expense  for 
the  period  from  that  particular  source. 

2.  The  account  is  debited  for  all  items  of  that  character 
incurred  or  lost  during  the  period. 

3.  It  will  usually  receive  no  credit  item  during  the  period, 
whenever  the  books  are  closed,  it  is  credited  for  the  total  debits 
in  order  to  close  the  acoount  into  profit  and  loss. 

4.  The  balance  is  a debit  and  represents  the  loss  or  expense 
of  that  particular  source  incurred  during  the  period  in  question. 

5.  It  is  deducted  from  total  income  in  the  profit  and  loss 
statement. 

12.  Expenses  or  Losses  from  Outside  Sources. 

1.  when  some  or  all  of  the  transactions  from  outside  sources 
produce  a net  loss,  the  items  are  kept  under  a special  title  to 
show  the  result  of  dealings  outside  the  scope  of  the  general 
business  transactions.  Accounts  are  generally  opened  to  correspond 

— with  those  kept  for  income  from  outside  sources,and  of  course  they 
will  show  losses  from  the  transactions  in  question. 

2.  Each  account  is  debited  for  the  expense  or  Ijss  of  the 
particular  class  of  items. 

3.  Credits  to  the  individual  accounts  may  be  from  adjustments 
or  from  income  arising  out  of  the  same  individual  sources.  At  the 
end  of  eaoh  period  the  account  is  closed  into  profit  and  loss. 

4.  The  balance  is  a debit  and  represents  either  the  total 
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expenses  or  the  net  loss  resulting  from  that  class  of  items. 

5.  The  balance  may  appear  either  with  the  financial  charges 
or  as  a deduction  from  the  final  or  net  profit. 

13.  Profit  and  Loss. 

1.  This  account  is  usually  opened  at  the  close  of  each  period 
to  summarize  the  operating  results  of  the  business.  Cost  and 
expense  items  are  closed  into  income  as  far  as  possible  according 

to  their  relationships,  and  expenses  and  income  which  cannot  directly 
be  closed  into  one  another  are  closed  into  profit  and  loss. 

2.  The  aocount  is  credited  for: 

(a)  Gross  profit  for  the  period 

(b)  Financial  income 

(o)  Income  from  outside  sources 

(d)  Capital  gains  or  profits  from  sales  of  fixed  assets. 

(e)  Miscellaneous  adjustments 

(f)  For  any  net  loss  when  the  account  is  closed. 

3.  It  is  debited  for: 

(a)  Gross  loss  for  the  period 

(b)  Financial  expenses 

(c)  Losses  from  outside  sources 

(d)  Capital  losses  or  loss  from  sales  of  fixed  assets 

(e)  Miscellaneous  adjustments 

(f)  For  the  net  profit  when  the  account  is  closed 

4.  The  balance  may  be  either  a debit  or  a credit.  If  a debit, 
the  balance  represents  the  final  or  net  loss  from  all  sources  for 
the  period,  and  if  the  balance  is  a credit,  it  represents  the  final 
or  net  profit  from  all  sources  for  the  period  in  question. 

5.  The  final  result  is  determined  from  the  profit  and  loss 
statement  and  proved  by  the  balance  sheet.  The  balance  is  shown  in 
the  net  worth  section  as  an  addition  to,  if  a profit,  and  as  a 
deduction  from., if  a loss,  the  personal  account  of  the  proprietor. 

If  the  concern  is  a partnership,  the  net  result  is  transferred  to 
the  respective  personal  accounts  equally  or  according  to  the  agree- 
ment. In  a corporation,  the  profit  or  loss  may  be  transferred  to 
the  surplus  account  of  left  in  the  profit  and  loss  account  for 
future  disposition. 

14.  Problem  with  all  Elements  Considered. 

The  operating  items  of  the  Boston  t.holesale  Company  for  the  six 
months  ended  June  30,  1930  are  as  follows: 


Sales 

Sales  Returns  and  Allowances 

Opening  Inventory 

Closing  Inventory  (Market  value 


S33S , 400 


3,450 

49,000 


^56,000 ) 


62,000 

235,000 


Purchases 
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Purchases  Returns  & Allowances  4 3,500 

Trade  Discounts  on  Purchases  18,000 

Freight  In  5,400 

Duties  on  Imports  41,000 

Buying  Expenses  8,500 

Selling  Expenses: 

Salaries  & Commissions  15,000 

Advertising  2,500 

Miscellaneous  selling  expenses  7,000 

Administrative  Expenses: 

Salaries  of  Officers  7,500 

Office  Expenses  3,200 

Miscellaneous  Administrative  expenses  6,000 

Financial  Income: 

Interest  Income  300 

Purchases  Discounts  2,100 

Financial  Expenses: 

Loss  from  Bad  Debts  2,800 

Sales  Discounts  3,700 

Interest  Expenses  900 

Incoijfe  from  outside  sources: 

Bicome  from  Investments  150 

Profit  from  sale  of  Investment  3,500 


From  the  above  accounts  prepare  a profit  ana  loss  statement 
to  show  the  operating  result  for  the  six  months  period. 
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THE  BOSTON  WHOLESALE  COMPANY 


Profit  & Loss  otatement  for  oix  Months  .^nded  June  30,  1930 


Sales 

Less-3ales  returns  & Allowances 
Net  Sales 

Deduct-Cost  of  Goods  Sold: 

Inventory,  January  1,  1930 
Purchases  235,000 

Less : 

Purchases  Returns  % 

Allowances  3,500 

Trade  Discounts  on 

Purchases  18 , 000 21,500 

Net  ^ost  of  Purchases 
Freight  In 
Duties  on  Imports 
Buying  expenses 

Total  Cost  of  Goods  tocked 
Less-Inventory, June  30,  1930 


Cost  of  Goods  Sold 
Gross  Profit 

Deduct-Operating  Expenses: 

Selling  Expenses: 

Salaries  & Commissions  15,000 

Advertising  2,500 

Miscellaneous  Selling  Expenses  7 , 000 

Total  Selling  Expenses 
Administrative  Expenses: 

Salaries  of  Officers  7,500 

Office  Expenses  3,200 

Miscellaneous  Adm.  Expenses  6,000 


Total  Administrative  Expenses 
Total  Operating  Expenses 
Net  Operating  Profit 
Add-Financial  Income: 

Purchases  Discounts 
Interest  Income 
Total  Income 

Deduot-Financial  expenses: 

Sales  Discounts 
Loss  from  Bad  Debts 
Interest  Expenses 
Net  Business  Profit 
Add-Income  from  Outside  Sources: 
Profit  from  sale  of  Investments 
Income  from  Investments 
Net  Profit  for  the  Six  Months 


^333 ,400 
3,480 

329,950 


49,000 


213,500 

5,400 

41.000 
8,500 

3i Kim 

56.000 

261,400 


24,500 


16,700 

41,200 

‘■^,330 

2,100 


300__2X400 


29,756 

3,700 

2,800 

900 

7,400 

2 2,350 

3,500 

150 

3,650 

• . - 
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CILaPTKR  IX 


SPECIAL  COLUMN  JOURNALS 

1.  General  Principles 

The  general  accounting  principles  discussed  so  far  are  quite 
fundamental  and  important  to  build  a solid  foundation  in  accounting 
and  bookkeeping.  But  if  these  principles  were  applied  in  recording 
the  transactions  of  a concern  which  has  thousands  of  customers,  with 
—-many  classes  of  gooda,  and  departments,  the  amount  formerly  spent 
for  operating  expenses  would  probably  be  barely  enough  to  pay  the 
clerical  expenses  necessary  to  keep  the  office  work  up  to  date.  In 
fact,  it  would  be  a physical  impossibility  to  do  all  the  work  re- 
quired by  using  a simple  journal  and  ledger  as  the  only  books  of 
record. 

Present  day  systems  comprise  highly  specialized  record  books 
that  will  save  thousands  of  detail  posting  per  day.  L'odern  office 
machines  will  enable  a concern  to  keep  the  routine  work  almost  up 
to  the  minute  with  a comparatively  few  clerks.  By  leaving  account- 
ing machines  out  for  present  purposes,  the  most  constructive  single 
—device  is  the  column.  The  column  takes  care  of  repeftve  entries 
quickly  and  accurately.  For  example,  if  one  hundred  entries  of  a 
similar  character  took  place  per  day  for  which  no  detail  is  re- 
quired, there  would  be  about  twenty  five  hundred  entries  in  one 
month  and  consequently  five  thousand  postings  for  the  month.  By 
using  a special  column  in  the  journal  for  only  one  side  of  the 
entries,  2,499  postings  would  be  eliminated.  This  would  not  only 
save  time  and  money  but  it  would  greatly  reduce  the  possibility  of 
- mistakes j which  is  probably  the  most  important  element  to  be  con- 
— sidered  in  the  devising  of  an  accounting  system.  The  special 
column  will  also  classify  items  of  like  character,  localize  mistakes, 
—and  above  alljhelp  establish  control  accounts  and  internal  check 
systems.  Control  accounts  help  the  establishment  of  a proper  divi- 
sion of  the  office  labor.  Internal  check  systems  aid  materially  in 
reducing  the  possibility  for  frauds,  misappropriation,  and  em- 
bezzlements of  funds. 

2.  The  Cash  Columns. 

In  practically  every  business,  the  number  of  cash  transactions 
is  larger  than  that  of  any  other  item  or  class  of  transactions. 
Therefore,  the  need  for  the  simplification  and  a quicker  method  of 
recording  cash  arose  first.  Details  for  cash  receipts  and  dis- 
bursements are  generally  unnecessary.  Unlike  records  with  customers 
and  creditors,  cash  entries  need  not  be  posted  daily.  Of  course  by 
posting  the  cash  daily  the  ledger  would  show  the  cash  balance  also 
daily.  The  business  executive  of  today  would  find  it  a slow  and 
wasteful  process  if  he  had  to  refer  to  the  ledger  in  order  to  de- 
termine the  cash  balance  during  the  day  because  the  transactions 
cannot  readily  be  kept  posted  at  every  hour  of  the  day.  For  this 
purpose,  the  check  book  is  generally  used  to  determine  the  cash 
balance  at  any  time  especially  if  all  receipts  are  deposited  intact 
and  payments  are  made  by  checks.  Although  this  would-be  the  ideal 
system,  the  small  concerns  seldom  follow  It  strictly. 
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The  introduction  of  two  special  columns  to  record  cash  received 
and  paid  will  considerably  reduce  the  work  involved  in  posting  the 
cash.  Under  this  method  regardless  of  the  number  of  cash  trans- 
actions taking  place  in  one  month,  only  two  postings  will  be  necess- 
ary at  the  end  of  the  month.  The  two  columns  are  added  at  the  end 
of  each  month  and  the  total  from  the  receipt  column  is  posted  to 
the  debit  side  of  the  cash  account  in  the  ledger.  The  total  cash 
payments  as  shown  by  the  cash  payment  column  will  similarly  be 
posted  to  the  cash  account  as  a credit.  Thus  it  can  be  seen  that 
if  two  thousand  cash  transactions  were  entered  into  in  one  month, 
there  would  be  1998  postings  eliminated. 

A journal  of  this  type  is  rulea  with  four  columns  and  the  debits 
and  creuits  are  generally  divided.  The  two  deoit  columns  (Cash  and 
General)  would  be  shown  on  the  left  hand  side  of  the  page  and  the 
two  credit  columns  (Cash  and  General)  on  the  right  hand  side. 
Occasionally  journals  of  this  kind  are  found  with  the  four  columns 
on  the  right.  But  because  it  is  comparatively  easier  to  make  mis- 
takes, slower  in  recording  transactions,  and  requires  more  space 
for  each  entry,  the  use  of  this  type  of  journal  should  be  avoided 
whenever  possible.  A form  of  the  divided  journal  is  as  follows: 

Special  Cash  Journal 


Debits  Credits 


General 

J JL  U O 

Cash 

^ 

5,000 

L.S 

'.  Account  s-Cxplanat  ions 

L.E 

W CUI  1/  o 

• Cash 

General 

✓ 

-1- 

Cash  L.  fftfs^-Cap. 

5,000 

2,000 

-2- 

Purchases  Cash 

2,000 

1,000 

-3- 

Equipment  Cash 

✓ 

1,000 

• 

500 

-4- 

Cash  Saxes 

500 

25 

-5- 

Expenses  Cash 

/ 

25 

800 

— G— 

Purchases  L. Smith 

800 

350 

-7- 

I.King  Sales 

350 

073 

5.500 

✓ 

✓ 

"T7T25 — 

~t;-65CT 

5,500 

4,175 

✓ 

Posting  Summary 
Cash  Cash 

General  General 

3,025 

6,650 

$,675 

✓ 

"OTF 

To  illustrate  the  above  journal,  the  following  transactions  are 
used. 
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1.  L.  Ross  invested  in  the  produce  business  ^5,000. 

2.  He  purchased  merchandise  for  cash  *2,000. 

3.  lie  purchased  equipment  for  cash  ^1,000. 

4.  He  sold  goods  for  cash  ^500. 

5.  Paid  expenses  *>25. 

6.  Purchased  on  account  from  L.  Smith  ^800. 

7.  Sold  on  account  to  I.  King  *>350. 

Requirement  - Record  above  transactions  without  explanations, 
prove,  and  close  the  journal  preparatory  to  posting. 

The  recording  of  transactions  on  this  type  of  journal  is 
similar  in  principles  to  that  of  the  regular  or  standard  journal. 

The  debit  and  credit  accounts  are  written  on  the  same  line  as  shown 

— above.  This  will  save  space.  As  the  cash  entries  are  made,  a check 
mark  ( ✓ ) is  placed  in  L.F.  column  opposite  the  cash  items  to  show 
that  they  need  not  be  posted. 

^accept  for  the  cash  items,  the  posting  from  this  journal  is 
conducted  as  for  the  standard  journal.  All  the  items  in  the 
general  oolumns  are  posted  daily  to  the  leager  in  the  proper  accounts. 
At  the  end  of  the  month  the  columns  are  added  and  the  debits  and 
credits  proved.  Although  not  absolutely  necessary,  it  is  advisable 
to  prepare  a summary  for  posting  of  this  or  any  other  special 
journal  as  shown  in  the  example.  The  total  cash  is  posted  from  this 

— summary  to  the  ledger,  and  the  general  column  totals  are  not  posted 
because  the  individual  items  in  the  columns  were  posted  to  the 
ledger  daily. 

3.  The  Sales  Column. 

The  number  of  transactions  involving  the  sales  of  merchandise 
is  perhaps  the  largest  with  the  exception  of  cash.  As  with  cash, 
neither  the  detail  of  each  sale  nor  detail  posting  of  sales  is 
necessary.  Detail  information  can  always  be  obtained  from  the 
copies  of  bills  sent  to  customers  if  required.  In  order  to  save 
time  and  expense  in  recording  and  posting  sales,  an  additional 
column  may  be  added  on  the  credit  side  of  the  special  journal  wherein 
all  the  sales  will  be  entered,  hach  sale  is  checked  to  denote,  like 
the  cash  items,  that  it  should  not  be  posted  in  detail. 

This  type  of  journal  will  help  make  a classification  of  sales 
when  the  policy  of  the  concern  is  to  keep  a record  of  each  class  of 
goods  handled.  This  can  easily  be  done  by  adding  an  extra  column 
for  each  class  of  sales. 

4.  The  Purchases  Column. 

„ A special  column  for  purchases  will  not  be  necessary  so  long  as 
the  number  of  purchases  is  comparatively  small,  ^ven  the  smallest 
—^of  concerns  today,  however,  ha-s:  a fairly  large  number  of  purchases. 

At  any  rate,  the  number  would  be  large  enough  to  warrant  the  use  of 


t 


. 


... 

' 


J 


- 


. 


. 

- 


Au  ■ 

40 


' 


. 


- *£ 

■ 


t 


...  - - 


. 


- 

■ 


■ 

. 

' 


127. 


a speoial  column  for  purchases.  The  purchases  oolumn  is  used 

— exactly  like  any  other  special  column^.  Individual  items  will  not 
be  posted  daily,  but  they  are  checked  as  soon  as  entered,  at  the 
end  of  each  month,  the  total  purchases  is  obtained  from  the  posting 
summary  and  posted  to  the  debit  of  the  ponhohases  account  in  the 
ledger. 

5.  The  .expenses  Column. 

As  a business  enterprise  grows,  the  number  and  classes  of  ex- 
pense items  grow  with  it.  In  fact,  unless  a careful  supervision 
is  maintained  over  expenses,  they  are  apt  to  grow  much  more  rapidly. 

To  reduce  the  work  involved  in  the  posting  of  expenses,  one  or  more 
columns  may  be  added  to  the  debit  side  of  the  journal.  ucpense 
columns  will  also  aid  in  the  proper  classification  of  expenses. 

The  number  of  columns  to  be  added  for  this  purpose  depends  on 
the  size  of  the  business,  the  nature  of  the  enterprise,  and  the 
number  and  classes  of  goods  handled.  One  or  two  columns  may  suffice 
for  a small  concern.  In  this  case  a oolumn  for  selling  and  one  for 
general  administrative  expenses  may  be  kept.  Larger  concerns  may 
desire  to  keep  a column  for  delivery  or  truck  expenses,  commissions, 

— or  where  possible^  column  may  be  kept  for  the  expenses  of  each  de- 
partment. For  example,  if  a retail  shoe  store  keeps  two  clearly 
defined  departments  one  for  women  and  another  for  men,  a column  may 
be  added  for  each  department. 

A system  of  this  type  will  work  fairly  satisfactory  where  de- 
tailed expenses  are  not  required.  If  detail  items  are  needed  for 
administrative  or  other  purposes,  the  individual  items  of  expenses 
may  be  classified  on  columnar  expense  sheets.  By  this  device,  the 
total  shown  by  the  expense  sheets  may  be  proved  with  the  totals 
shown  by  the  corresponding  accounts  in  the  ledger.  More  will  be 
said  about  this  point  under  control  accounts  in  Chapter  12. 

6.  The  General  Columns. 

Speoial  columns  may  be  added  to  a journal  to  any  extent  desired. 
Whether  an  additional  column  should  be  used  depends  largely  on  the 
approximate  number  of  items  of  a similar  character  handled.  For 
example,  if  a large  enough  number  of  notes  receivable  is  handled, 
it  may  be  advisable  to  add  two  more  columns  in  the  journal,  one  on 
the  debit  side  for  notes  received  and  the  other  on  the  credit  side 
for  notes  paid  and  dishonored.  This  would  eliminate  individual 
posting  to  the  Notes  Receivable  account  in  the  ledger.  The  same 
would  be  true  with  notes  payable.  If  the  sales  returns  and  allow- 
ances is  large  in  number,  a sales  returns  and  allowances  column 
may  be  added  on  the  debit  side;  or  purchases  returns  and  allowances 
may  require  a special  column  to  be  added  on  the  credit  side.  The 
credit  policy  of  the  conoern  may  require  a special  debit  column 
for  sales  discounts  because  of  the  numerous  discounts  offered  to  and 
taken  by  customers;  or  the  keeping  of  a credit  column  for  purchases 
discounts  may  be  advisable. 

— The  reader  may  begin  to  wonder  at  this  point (about  the  reason 

why  no  mention  was  made  of  special  columns  for  customers  and  creditors. 
Of  course,  the  omission  was  intentional.  Because  each  customer  and 
creditor  requires  an  account  showing  every  item  affecting  him,  the 
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accounts  receivable  and  accounts  payable  columns  are  governed  by 
different  and  more  complicated  principles.  They  will  be  considered 
in  detail  under  control  accounts  in  Chapters  12  and  13. 

Assuming  that  special  columns  were  added  for  all  the  cifferent 
items  mentioned  in  the  previous  sections,  there  would  still  remain 
room  for  more.  In  other  words,  regardless  of  the  number  of  special 
columns,  there  will  always  be  enough  items  of  a miscellaneous  nature 
which  would  require  two  general  or  sundries  columns.  To  take  oare 
of  these  miscellaneous  items,  the  journal  must  of  necessity  contain 
a general  debit  and  a general  credit  column.  nil  items  forwhich  no 
special  column  is  kept  in  the  journal  will  be  entered  in  the  general 
columns. 

7.  Forwarding  Totals. 

The  subject  of  forwarding  totals  may  at  first  seem  to  require  no 
special  comments.  Yet  the  writer  has  experienced,  through  the 
teaching  of  the  subject  to  first  and  second  year  students  for  several 
years,  that  the  average  student  does  not  appreciate  its  importance 
until  he  has  lost  considerable  time  in  finding  errors  made  through 
lack  of  proper  proving  and  forwarding  of  totals. 

..henever  a special  journal  is  kept,  it  should  be  added  and  pro?  ed 
at  the  end  of  each  page.  After  every  column,  including  the 
columns,  has  been  added,  the  debits  and  credits  should  be  proved  by 
adding  all  the  total  debits  and  all  the  total  credits.  If  the  debits 
and  credits  are  in  agreement,  the  total  of  each  column  should  be 
entered  in  ink  at  the  bottom  of  the  page  and  carried  to  the  first 
line  on  the  next  page  in  the  corresponding  column.  The  process  is 
similarly  repeated  until  the  end  of  the  problem  and  in  practice  the 
end  of  the  month. 

8.  Proving  and  Closing  the  Journal. 

At  the  close  of  each  month,  the  journal  should  be  totaled,  proved, 
closed,  and  a posting  summary  prepared.  Provided  the  work  was  kept 
up  to  date,  only  the  last  page  remains  to  be  added  at  the  end  of 
the  month.  The  proving  raises  no  special  problem  because  it  is 
proved  as  it  was  proved  at  the  end  of  each  page.  The  debits  should 
be  in  agreement  with  the  credits.  After  the  journal  has  been  added 
and  proved,  it  is  closed  simply  by  drawing  a double  line  on  the  line 
below  the  totals.  The  summary  and  the  posting  of  totals  consists  0f 
an  entry  of  totals  classified  into  debits  and  credits  in  order  to 
simplify  the  monthly  posting. 

9.  Posting  at  -^nd  of  Eadh  Day. 

Theoretically  the  posting  of  entries  from  this  type  of  journal  is 
no  different  than  posting  from  the  standard  two  column  journal.  In- 
dividual items  in  all  the  special  columns  are  not  posted  because  no 
detailed  information  is  required.  The  only  exception  may  be  in 
respect  to  expenses^ which  are  often  neec.ec  in  more  or  less  detail  so 
that  the  management  can  better  study  them  in  relation  to  each  other 
and  in  relation  to  sales  and  purchases.  As  it  has  already  been 
pointed  out,  expehse  sheets  are  generally  used  for  this  purpose, 
jor  present  purposes,  however,  items  which  are  not  regularly  posted 
to  the  ledger  are  not  considered. 
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As  a general  rule  the  only  items  posted  daily  when  special 
journals  are  used  are  those  appearing  in  the  general  columns. 
Chiefly,  the  reasons  for  this  are  (1)  Information  about  customers 
and  creditors  must  be  available  constantly.  (2)  They  must  be  posted 
sometime  whether  at  the  end  of  each  day,  week,  or  month  in  order 
to  classify  and  summarize  all  transactions  in  the  ledger.  (3)  If 
—they  were  posted  at  the  end  of  the  month/ the  trial  balance  could 
never  be  prepared  until  the  posting  has  been  completed.  This  may 
take  many  days  and  the  work  would  always  be  behind  schedule. 

10.  Posting  at  ^nd  of  bach  Month. 

Many  students  and  some  bookkeepers  seem  to  feel  somewhat 
uneasy  whenever  they  have  to  prepare  the  trial  balance  for  fear 
it  may  be  out  of  balance.  However,  if  the  work  has  been  carefully 
performed  each  day  and  it  has  been  properly  kept  up  to  date,  the 
work  required  for  the  posting  of  monthly  totals  and  drawing  off 
of  the  trial  balance  is  very  little  and  comparatively  simple.  It 
may  be  noted  here  that  all  the  items  which  were  posted  daily  are 
not  posted  again  at  the  end  of  the  month.  The  totals  of  columns 
whose  detail  has  been  posted  daily  are  checked.  The  special 
column  totals  are  posted  to  the  corresponding  accounts  in  the 
ledger.  Reference  or  ledger  folios  should  not,  of  course,  be  over- 
looked. 

11.  Problem  with  all  blements  Considered. 

In  order  to  illustrate  the  principles  discussed  in  this 
chapter  a special  journal  with  the  following  columns  will  be  used. 
Debit s-General,  Purchases,  and  Cash.  Credit s-Cash,  Sales,  and 
General. 

J.  Jackson  begins,  on  June  1,  1930,  business  by  investing 
the  following: 

Cash  *3,000 

Merchandise  2,000 

The  transactions  for  the  month  are: 

June  2 


Purchased  lumber  for  the  construction  of  shelves,  etc.,  in 
the  store  *300. 

Merchandise  purchased  for  cash  cl»000. 

Store  furniture  and  fixtures  purchased  on  account  from 
J.  Buokley  *600. 


June  4 


Paid  rent  of  store  for  the  month  in  advance  *400. 
Sold  merchandise  for  cash  *475. 

Paid  salaries  for  the  week  to  June  4,  *70. 

General  expenses  paid  to  date  *80. 


. 


. 


' 


. 


* 


130  . 


Juba  6 


Bought  store  supplies  for  cash  *125. 

Cash  sales  for  the  day  *275. 

Bought  of  J.  Daily  Co.  on  account  goods  for  *>350. 

June  8 


Sold  to  D.  Franks  goods  on  account  *280. 
Sold  on  account  to  0*  Merchant  *85. 
Merchandise  sales  for  cash  *>160. 

June  11 


Paid  F.  Dooly  for  the  construction  of  shelves,  etc.,  in  the 
store  *200. 

The  weekly  payroll  amounts  to  *130  and  is  paid  on  Saturday 
of  each  week. 

Paid  expense  bills  for  the  week  *105. 

Paid  for  fire  insurance  for  one  year  *110. 

Cash  sales  for  the  day  <£650. 

June  14 


Merchandise  purchased  for  cash  *750. 

Paid  J.  Buckley  on  account  *400. 

Sold  to  D.  Critchett  on  account  goods  for  *120. 
Merchandise  sold  for  cash  *243. 

June  18 


Paid  salaries  for  the  week  (See  June  11) 
Paid  expense  bills  for  the  week  *82. 

The  cash  sales  for  the  day  have  been  *495. 

June  20 


The  proprietor  took  merchandise  for  personal  use  at  cost 
price  *65.  This  transaction  does  not  constitute  a sale;  therefore, 
it  should  not  be  entered  in  the  sales  account  but  it  should  be 
charged  to  the  personal  account  and  credited  to  purchases. 

Purchased  of  P*  Tracey  & Co.  on  account  goods  for  *540. 

Merchandise  sales  for  the  day  *348. 

June  23 


Received  from  D.  Franks  on  account  *150. 

June  25 

Check  drawn  for  the  weekly  payroll. 

Paid  expenses  for  the  week  by  check  *72. 


Record  the  above  transactions  in  the  journal  and  ledger  and 
take  a trial  balance  at  June  30,  1930. 
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Journal,  June  1,  1950 
Explanations  LF  Gash 


-1- 


1000 


600 

400 


5 

6 
✓ 

6 

15 

475  ✓ 


70 

14 

80 

18 

125 

17 

275 

v/ 

350 

✓ 

280 

3 

85 

4 

160 

/ 

200 

6 

130 

14 

105 

18 

:375 

1350 

3§l6 

cash 

Inventory  J. Jackson  Cap.  10 
To  record  investment 

-2- 

Equipment  Cash  * 300 

Lumber  for  shelves 

-2- 

Purchases  Cash  * 1000 

Cash  purchases 

-2- 

^quipment  J.  Buckley  7 

Fur  nSJ? i x • p ur cha s ed 

-4- 

hent  Cash  S 400 

Paid  rent  for  June 

Cash  Sales 

Cash  Sales 

-4- 

Salaries  Cash 
Salaries  to  date 

-4- 

Gen. expenses  Cash 

Paid  expenes 

-6- 

stoce  Supplies  Sash 
Paid  for  Supplies 

-6— 

Cash  Sales 

Cash  Sales 

-6- 

Purchases  J.  Daily  Co.  8 
Bot  on  account 

-3- 

D.  Franks  Sales 
oold  on  account 

-8- 

G.I!arehant  oales 
oold  on  account 

-8- 

Cash  Sales 

Sold  for  cash 

-11- 

Equipment  Cash 

Const. of  shelves 

-11- 

Salaries  Cash 

weekly  payroll 
-11- 

Gen.  Expenses  Cash 
Paid  expenses 


Credits 

Sales  Gen. 


^ 70 

^ 80 
* 125 

i/ 


/ 

/ 

✓ 

v 200 
^ 130 

^ 105 


5000 


600 


475 


275 


350 


280 

85 

160 
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June  11,  1930 


-2 


Debits 

LF 

Gen. 

Purch. 

Cash 

1^75  135U 

110 

3916 

16 

650 

v/ 

750 

p 

400 

7 

120 

2 

243 

i/ 

130 

14 

82 

18 

495 

»/ 

65 

11 

540 

v/ 

348 

✓ 

150 

130 

14 

72 

k * 

18 

5484 

5745 

»/ 

5746 

2690 

5484 

1 

13 

P 

13026  “ 

CrecLIt  s 


Explanations 
Totals  brot  for'd 
Insurance  Cash 
Fire  ins. for  1 yr. 

-11- 

Cash  oales 

Sold  for  cash 

-14- 

Purchases  Cash 
Bot  for  cash 

—14— 

J. Buckley  Cash 
On  account 
-140 

D.Critcheti  Sales 
•^old  on  account 

-14- 

Cash  Sales 
Sold  for  cash 
—18—  . 
Salaries  Cash 
Payroll  for  week 
-18- 

Gen.  expenses  Cash 
Expenses  for  week 

—13- 

Cash  Sales 

Sold  for  cash 

-20- 

J.  Jackson-Pers.P  ir. 
Took  mdse. for  own  u 

-20- 

Purchases  P. Tracey  C 
Bot  on  account 

-20- 

Cash  Sales 

Sold  for  cash 

-23- 

Cash  D. Franks 

Rec?d  on  acc’t 

-25- 

oalaries  Cash 
weekly  payroll 

-25- 

Gen.  Expenses  Cash 
.xpenses  for  week 

Posting  Summary 
Cash  Cash 

Purchases  Sales 
General  General 


LF 

Cash 

Sales  Gen. 

✓ 

6416 

1275  5950 

P 

110 
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650 

✓ 
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v/ 

400 

*/ 

120 
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✓ 

130 

✓ 

82 

495 
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3 
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/ 
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1930 
June  30 


Cash 


1930 

J 2 5,746  June 


-1- 

J 2 4,084 


D,  Critchett  -2- 

1930 

June  14  J 2 120 


D.  Franks 

-3» 

1930 

1930 

June  8 yf° 

J 1 

280 

June  23  J 

2 

150 

G.  Liar  chant 

-4- 

1930 

June  8 

J 1 

85 

Inventory 

-5- 

1930 

June  1 

J 1 

2,000 

Equipment 

-6- 

1930 

June  2 

J 1 

300 

2 

1 

600 

11 

1 

200 
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1930 
June  14 


J 2 


J,  Buckley 
1930 

400  June  2 


-7- 


J 1 


600 


J,  Daily  Co, 

1930 
June  6 


-8- 


J 1 


350 


P.  Tracey  L Co. 

1930 
June  20 


-9- 


J 2 


540 


J.  Jackson  - Capital 

1930 
June  1 


-10- 


J 1 


5,000 


J.  Jackson  - Personal 


-11- 


1930 
June  20 


J 2 


65 


Sales 


-12- 


1930 
June  30 


3,131 


135 


Purchases 

----- - U '1  * «1 

-13- 

1930 

1930 

June  30 

J 2 2,690  June  20  J 2 

65 

Salaries 

-14- 

1930 

June  4 

J 1 70 

11 

1 130 

18 

2 130 

25 

2 130 

4-t*  © 

Rent 

-15- 

1930 

June  4 

J 1 400 

Insurance 

—16— 

1930 

June  11 

J 2 110 

Store  Supplies  -17- 

1930 

June  6 J 1 125 


General  Expenses  -18- 


1930 


June  4 

J 1 

80 

11 

1 

105 

18 

2 

82 

25 

2 

72 

3 3 <j 
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J.  Jackson 


Trial  Balance,  June  30, 

1930 

1 

Cash 

1,662 

2 

D.  Critchett 

120 

3 

D.  Franks 

130 

4 

G.  Merchant 

85 

5 

Inventory 

2,000 

6 

Equipment 

1,100 

7 

J.  Buckley 

200 

8 

J.  Dailey  Co. 

350 

9 

P.  Tracey  & Co. 

540 

10 

J.  Jackson  - Capital 

5,000 

11 

J.  Jackson  - Personal 

65 

12 

Sales 

3,131 

13 

Purchases 

2,625 

14 

Salaries 

460 

15 

Rent 

400 

16 

Insurance 

no 

17 

Store  Supplies 

125 

18 

General  Expenses 

339 

oo» 
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Comments  on  solution  - 

The  lumber  purchased  for  the  construction  of  shelves  on 
June  2 was  charged  to  equipment  instead  of  purchases,  because  the 
shelves  constitute  a part  of  the  equipment. 

For  the  same  reason,  the  ^200  paid  F.  Dooly  on  June  11  for 
the  construction  of  the  shelves  in  the  store  was  debited  to  equip- 
ment. 

whenever  a concern  constructs  its  own  buildings  or  equipment, 
any  expenditures  incurred  for  the  materials,  labor,  and  any  other 
expenses  used  for  the  construction  should  be  charged  to  the  asset 
account.  If  the  construction  is  not  carried  on  by  the  concern,  it 
would  have  to  pay  for  the  three  elements  of  cost  (materials,  labor 
and  expenses  of  construction)  and  also  a profit.  Therefore,  if  the 
equipment  is  constructed  by  the  firm  itself,  it  should  charge  to 
the  equipment  account  all  the  cost  elements.  The  profit  should 
be  excluded  because  by  its  own  construction,  the  firm  made  a saving 
instead  of  a profit. 
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CHAPTER  X 


PREPAR.-TIOK  OF  JT.-.T^r. .KT3  AT  -.HD  OF  ^CII  PERIOD 


1.  General  Principles. 

The  final  resting  place  of  every  business  transaction,  in  so  far 
as  the  mechanical  or  bookkeeping  process  is  concerned,  is  either  the 
profit  and  Ijss  statement  or  balance  sheet.  In  some  instances,  of 
course,  one  side  of  the  transaction  will  find  as  its  final  destina- 
tion the  profit  and  loss  statement  and  the  other  side  will  ultimately 
go  in  the  balance  sheet.  This  would  be  comparatively  simple,  if  the 
preparation  of  the  financial  and  operating  statements  could  be 
accomplished  by  taking  the  recorded  transactions  for  the  period  from 
the  ledger  or  trial  balance  as  they  then  appear.  To  be  sure,  the 
values  of  every  transaction  have  been  recorded  properly  only  in  so 
far  as  they  affect  the  equation  of  the  transactions.  The  trial 
balance  proves  the  equation  of  the  business  changes  which  were  system- 
atically summarized  and  classified  in  the  ledger  accounts.  However, 
it  has  been  previously  observed  that  the  trial  balance  does  not 
prove  the  substantial  accuracy  of  the  ledger  as  reflected  by  the 
accounts;  but  it  simply  proves  the  equation  of  the  debits  and  credits. 

Before  the  business  statements  can  be  prepared  from  the  trial 
balance,  each  account  must  be  scrutinized  in  order  to  determine 
which  account,  if  any,  is  truly  stated.  In  practically  every  in- 
stance, the  accounts  listed  in  the  trial  balance  do  not  literally 
mean  what  they  say.  Therefore  many  changes  need  be  made  in  order 
to  have  each  account  reflect  one  certain  and  definite  thing.  In 
short  they  must  mean  what  they  say  and  say  what  they  mean.  For  in- 
stance, the  cash  account  may  say  <*>5,000  but  an  examination  might 
reveal  that  there  is  only  *4, 900  of  cash  actually  on  hand.  The 
difference,  or  *100  may  be  missing,  or  an  I.O.U.  from  an  employee 
who  left  the  employ  of  the  concern  may  be  included  as  cash,  or  it 
— may  represent  a bad/ check.  Some  of  the  accounts  receivable,  although 
uncollectible,  may  not  have  been  written  off  the  books  as  yet.  There 
may  be  some  interest  bearing  notes  on  hand  and  interest  not  shown  on 
the  trial  balance.  An  examination  of  the  insurance  account  will 
usually  reveal  that  some  of  the  premiums  have  expired  while  others 
are  applicable  to  the  future  period.  The  payroll  sheet  may  show  that 
—employees  have  worked  since  the  last  pay  day,  and  the  salaries  accourfc 
does  not  include  that  which  has  accrued. 

Other  asset  accounts  might  be' made  up  of  two  elements;  that  is, 
one  part  may  be  a true  asset  and  the  other  an  expense.  This  is  true 
of  all  fixed  assets,  because  as  an  asset  is  used  throughout  the  period 
—in  questlon,a  part  of  that  asset  will  turn  into  an  expense.  That  is, 
the  asset  will  depreciate  or  decrease  in  value  through  wear  and  tear 
and  other  necessary  elements  entering  into  c epreciation.  As  fixed 
assets  wear  out  through  use,  they  will  change  in  form.  These  assets 
will,  gradually  but  surely,  turn  from  fixed  into  current  assets,  be- 
cause their  costs  are  periodically  absorbed  by  the  operation  of  the 
business.  Therefore,  the  return  from  sales  must  be  high  enough  to 
enable  the  business  to  replace  its  fixed  assets  when  they  become  ex- 
hausted through  use.  From  what  has  been  so  far  said,  the  student  can 
readily  see  that  fixed  assets  are  no  more  than  long-time  deferred 
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charges,  A’hat  is,  they  represent  expenditures  which  ill  benefit 
the  future  o .eration  of  the  business. 

A liability  may  be  partly  a liability  and  partly  a reduction 
from  expenses  or  an  income.  It  includes  an  amount  tnat  must  oe 
deducted  from  an  expense  when  a liability  v?a3  accrued  or  brought  on 
tae  books  at  the  end  of  tne  preceding  period.  hen  pLid,  the 
amount  was  charged  to  an  expense  account.  r it  may  include  an  in- 
come when  money  or  other  asset  was  received  in  payment  of  services 
to  be  rendered  in  the  future.  art  of  it  is  a liability  because, 
if  the  future  services  are  not  rendered,  the  amount  received  or  a 
part  of  it  must  be  returned;  a part  is  an  income  oecause,  as  ser- 
vices are  rendered,  income  i3  produced.  For  instance,  suppose  that 
a person  pays  >,200  for  one  year  of  advertising  space  in  advance  on 
July  1,  1930.  in  December  31,  1930,  the  advertiser,  if  services 
were  rendered  to  date,  would  have  earned  100,  or  one  naif  of  the 
amount  received.  Therefore,  this  100  should  be  transferred  from 
the  liability  to  the  income  account.  The  other  100  constitutes 
o liability  of  the  advertiser,  because  in  case  he  will  be  unable 
to  render  any  m re  services,  he  will  owe  10  and  is  liable  there- 
for to  the  person  who  paid  it. 

An  income  account  may  include  a liability  or  the  exjense 
element  which  has  nr>t  been  deducted  tnerefrom  as  yet.  By  refer- 
ring to  the  case  of  the  advertiser  again,  the  advertiser  may  have 
credited  an  income  account  for  200  at  the  time  it  was  received 
instead  of  e liability  account.  In  that  ctse,  the  income  account 
trust  be  a ialyzed  on  Oecember  31,  1930  into  the  true  income  element 
(0.100)  and  the  liability  element,  which  must  be  carried  on  the  bal- 
ance street  as  such.  Tne  3f  les  account,  although  an  income  account, 
incl ?des  the  nominal  or  expense  element  recorded  as  deoits  which 
must  be  deducted  from  tne  3a‘les  before  tne  true  income  element  can 
be  determined.  let  income  or  profit  represents  true  income.  e 
will  deal  with  it  in  the  closing  entries. 

An  expense  account  might  be  composed  partly  of  true  expense 
and  partly  asset.  This  is  true  in  res  ect  to  insurance,  interest, 
supplies,  and  similar  accounts.  -’or  example,  as  premiums  are  paid 
for  fire  rnd  other  kinds  of  insurance,  tne  insurance  account  is 
chargeu  and  cash  credited.  hat  does  this  insurance  account  rep- 
resent at  the  end  of  tne  period?  It  represents  a mixed  account 
which  is  neither  an  expense  nor  an  asset.  It  is  not  wholly  an  ex- 
pense, oecause  tnat  part  of  the  premiums  wnicn  will  benefit  the 
future  period  or  periods  represents  an  asset.  it  is  not  woolly  an 
asset,  because  that  proportion  of  tne  premiums  which  has  been  used  up 
i3  an  expense.  Tne  two  elements  mu3t  oe  separated  and  until  the  sep- 
aration is  made,  the  true  status  of  the  account  cannot  be  determined. 

After  the  mixed  accounts  nave  been  adjusted  and  separated  into 
tieir  true  elements  or  classes,  any  assets  which  have  not  been  re- 
corded must  be  recorded  in  order  to  prepare  a balance  sheet  which 
will  include  all  the  assets  of  the  business.  hat  doe3  an  asset 
which  is  not  recorded  affect'  It  affects  the  profit  fot  the  period 
in  question.  Its  profit  i3  understated  to  the  extent  of  the  value 
of  the  asset  omitted  from  the  books.  "’he  more  common  assets  omit- 
ted are  toe  sales  made  in  the  last  part  of  the  day  and  assets  accrued, 
such  as  interest,  rent,  etc.  at  the  end  of  the  period.  For  instance, 
it  will  frequently  happen  that  a sale  made  near  the  closing  of 
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business  hours  will  be  recorded  the  following  day.  In  this  case, 
the  asset  cash  or  accounts  receivable  would  be  understated  and  of 
course,  the  sales  would  likewise  be  understated, 

•then  all  this  has  been  done,  the  work  is  not  complete  unless 
all  the  liabilities  of  the  business  at  the  end  of  the  period  are 
recorded.  What  does  a liability  which  is  not  recorded  affect?  It 
affects  the  profit  for  the  period  in  question,  because  as  the  two 
sides  of  the  balance  sheet  must  necessarily  equal,  the  omission  or 
decrease  of  a liability  will  correspondingly  increase  the  profit. 
There  are  many  instances  of  liabilities  not  recorded  before  the 
books  are  adjusted  at  the  end  of  the  period.  The  more  common  are 
expense  bills  for  the  month  which  will  not  be  received  until  the 
subsequent  month,  salaries  and  wages  earned  by  employees  since  the 
last  pay  day  when  the  end  of  the  period  does  not  fall  on  the  pay 
day,  and  purchases  made  near  closing  hours  on  the  last  day  of  the 
period  which  are  generally  recorded  in  the  folio-wing  day. 

The  process  of  sifting  the  substance  of  each  account  into  its 
proper  elements  is  generally  called  "adjustment”.  In  other  words, 
every  account  is  adjusted  so  that  it  will  show  one  thing  only  - 
an  asset,  expense,  income,  a liability,  etc. 

2.  Proving  the  Cash. 

As  soon  as  the  trial  balance  is  prepared  at  the  end  of  each 
month,  the  cash  book  balance  must  be  proved  and  reconciled  with 
the  cash  balance  shewn  by  the  bank  statement.  Generally  the  two 
balances  do  not  agree  because  some  checks  issued  might  not  have 
been  presented  to  the  bank  for  payment  before  the  end  of  the  month, 
deposits  made  on  the  last  day  of  the  month  might  not  have  been 
oredited  by  the  bank  to  the  depositor’s  account,  interest  credited 
and  charges  forfccqllection,  etc.,  made  by  the  bank  might  not  have 
been  recorded  on  the  depositor’s  books.  The  reconciliation  may  be 
accomplished  by  two  methods  - one  reconciles  the  cash  book  balance 
with  the  bank  statement  balance  and  the  other  reconciles  the  bahk 
statement  balance  with  the  cash  book  balance.  In  either  case,  be- 
fore one  balance  can  be  brought  into  agreement  with  the  other,  the 
checks  returned  by  the  bank  must  be  sorted  numerically  and  any 
missing  checks  duly  noted  as  to  number  and  amount,  it  must  be 
ascertained  as  to  whether  the  last  deposit  is  listed  in  the  bank 
statement,  a list  of  the  bank  charges  must  be  made,  and  notation 
made  of  any  interest  credited  by  the  bank. 

The  two  methods  will  be  illustrated  by  the  following  example: 

The  cash  book  showed,  at  the  close  of  business  on  July  31, 

1930,  <*5,685. 71.  The  bank  statement  obtained  from  the  bank  showed 
a balance  of  *6,117.13,  charges  made  to  the  depositor  for  collec- 
tion etc.  were  *19*95,  and  interest  credited  by  the  bank  *13.38. 

A deposit  for  *1,712.19  made  on  July  31,  1930  had  not  been  credited 
by  the  bank.  An  examination  of  checks  returned  showed  checks  out- 
standing - No.  641,  951.15;  No.  680,  *540.10;  No.  685,  *357.31; 

No.  691,  9231.99;  No.  695,  <*468.10;  No.  700,  <*500.53. 
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First  method  - 

Reconciliation  statement 

Bank  statement  balance 
Add: 

Deposit  not  credited 
Bank  charges 
Deduct : 

Outstanding  checks: 
No.  641 
680 
685 
691 
695 
700 

Interest  not  recorded 
Cash  book  balance 

Second  method  - 

Cash  book  balance 
Add: 

Cheoks  outstanding: 


No.  641 

* 51.15 

680 

540.10 

685 

357.31 

691 

231.99 

695 

468.10 

700 

500.53 

Interest  not 

recorded 

Deduct : 

Deposit  not  credited 
Bank  charges 
Bank  statement  balance 


at  close  of  July  31,  1930 
*6,117.13 

*1,712.19 

18.95  1,731.14  -J7.848.27 


51.15 

540.10 
357.31 
231.99 

468.10 

500.53  2,149.18 

13.38  2,162.56 


5,685.71 


*2,149.18 

15.38  2,162.56  7,848.27 

1,712.19 

18.95  1,731.14 


In  substance  the  two  methods  are  equally  reliable  and  either 
can  be  used  to  reconcile  the  cash.  As  most  banks  have  a ruled  form 
on  the  reverse  side  of  the  bank  statement,  the  reconciliation  in 
practice  can  easily  be  made  thereon  by  following  the  printed  in- 
structions on  this  form. 


3.  Adjusting  of  Mixed  Accounts. 

- Mixed  accounts  may  be  divided  into  two  classes,  mixed  accounts 
which  normally  have  debit  balances  ahd  mixed  accounts  which  normally 
have  credit  balances. 


The  more  common  mixed  accounts  watch  show  debit  balances  are: 


1.  Accounts  Receivable 

2.  aH  the  fixed  asset  accounts 

3.  Insurance 

4.  Interest  (Prepaid  Interest,  Discount) 

5.  Supplies 

6.  Advertising 

7.  Rent  Paid 

8.  Merchandise 
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(1)  Accounts  receivable  at  the  enc.  of  the  period  generally 
include  certain  items  which  are  worthless  and  the  balance,  even 
— when  no  account  can  be  said  definitely  to  be  uncollectible,  include^, 
as  found  through  business  experience,  a certain  percentage  of  the 
amount  that  will  never  be  collected.  This  arises  through  the 
failures  of  some  customers,  through  selling  of  goods  to  irresponsible 
persons,  etc.  As  for  accounts  which  are  determined  to  be  actually 
unoollectible,  they  must  be  written  off  the  books  by  the  following 
entry — 


Loss  from  Bad  Debts  xxxx 

Accounts  Receivable  xxxx 

A list  of  customers  must  be 
included  herein  showing  how  the 
amount  is  arrived  at. 

If  a Reserve  for  Bad  Debts  account  were  kept,  the  debit  should 
be  to  this  account  in  order  to  prevent  a double  charge  to  profit  and 
loss. 


The  percentage  which  cannot  be  determined  with  any  degree  of 
exactness  should  be  recorded  thus — 

Loss  from  Bad  Debts  xxxx 

Reserve  for  Bad  Debts  xxxx 

It  must  be  clearly  kept  in  mind  that  the  percentage  set  aside  cannot 
-be  credited  to  accounts  receivable  because  customers^  who  will  go 
through  bankruptcy  or  otherwise  be  unable  or  refuse  to  pay,  cannot 
be  determined  in  advance.  The  business  man,  however,  is  certain 
that  some  customers  will  not  meet  their  bills.  Therefore  the  per- 
centage or  amount  is  at  best  an  estimate  and  its  accuracy  depends 
on  the  experience  and  good  judgment  of  the  bu  iness  man,  the  account- 
ant,  or  both,who  might  have  made  the  calculation. 

The  amount  set  aside  as  a reserve  is  generally  estimated  as  a 
certain  percentage  either  of  accounts  receivable  outstanding  at  the 
end  of  the  period,  gross  sales,  or  net  sales;  or  it  may  be  an 
arbitrary  amount. 

The  Loss  from  Bad  Debts  is  entered  in  the  profit  and  loss  state- 
ment with  Other  Charges.  The  Reserve  for  Bad  Debts  is  a balance 
sheet  item  and  is  deducted  from  Accounts  Receivable.  Where  the 
reserve  account  also  covers  the  loss  from  possible  bad  notes  re- 
ceivable, it  should  be  deducted  from  the  combined  total  of  accounts 
and  notes  receivable. 

„ (2)  Fixed  assets  are  classed  as  mixed  accounts  because  the 

elements  of  depreciation  are  forever  present.  Depreciation  is  de- 
termined first  by  estimating  the  number  of  years  each  asset  will 
last.  Next,  the  value  the  asset  will  have  at  end  of  its  useful  life 
must  be  estimated.  And  lastly,  the  amount  which  must  be  depreciated 
is  divided  by  the  number  of  years  the  asset  will  last.  The  result 
is  the  annual  charge  which  must  be  made  for  depreciation.  Assuming 
a machine  which  cost  *5,000  with  an  estimated  life  of  10  years  and 
a residual,  scrap,  or  the  value  which  the  machine  will  sell  for  at 
the  end  of  the  ten  years  estimated  at  *200,  the  annual  depreciation 
charge  would  be  (5,000  minus  200  divided  by  10)  or  .,,480.  At  the 
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end  of  each  year  an  entry  will  be  made  - 

Depreciation  of  Machinery  *480 

Reserve  for  Depreciation  of  Machinery  „>480 

In  case  books  are  adjusted  for  a period  shorter  than  one  year, 
the  depreciation  must  be  proportionately  less.  In  conclusion,  two 
points  must  be  noted  here.  First,  in  practice  the  scrap  value  is 
' often  disregarded.  If  that  were  the  case  above,  the  depreciation 
would  be  *500  per  year.  Secondly,  there  are  many  different  methods 
used  in  computing  depreciation,  but  the  method  of  recording  it  is 
— thesame  in  all  of  them.  An  exception  may  be  made,  however,  that 
in  a few  cases  the  asset  account  is  credited  instead  of  the  reserve 
account.  This  is  misleading  both  from  a theoretical  as  well  as  a 
practical  point  of  view  and  should  never  be  followed. 

At  the  end  of  the  10  years  an  entry  is  made  if  the  machine  is 
sold  as  scrap  for  *200  thus— 

Cash  *200 

Reserve  for  Depreciation  of  Machine  4,800 

Machinery  ,£5,000 

The  principles  involved  in  the  depreciation  of  other  fixed 
assets  are  the  same  and  need  not  be  repeated  here. 

(3)  Insurance  may  be  adjusted  in  several  ways  depending  upon 
the  method  used  at  the  time  premiums  were  paid,  what  does  the  in- 
surance account  represent?  It  represents  premiums  paid  for  fire, 
theft,  liability,  and  other  casualty  insurance  policies.  These 
policies  are  taken  out  for  the  protection  of  the  business.  Premiums 
are  paid  for  a stated  term  such  as  six  months,  one  year,  and  three 
years.  This  clearly  shows  that  at  the  end  of  any  period,  premiums 
—-have  expired  in  proportion  to  the  lapse  of  time.,  while  some  parts 
thereof  run  into  and  benefit  subsequent  period  or  periods.  To  use 
a more  concrete  example,  it  will  be  assumed  that  on  July  1,  1930, 
*500  was  paid  for  insurance  premiums  for  one  year  and  the  entry 
made  is — 


Insurance  *500 

Cash  *500 

On  December  31,  1930,  one-half  or  .*>250  has  been  used  up  while  the 
other  half  or  *250  will  benefit  the  business  to  July  1,  1931.  There- 
fore the  following  entry  should  be  made: 

Unexpired  Insurance 
Insurance 

If  the  entry  made  at  July  1,  1930,  was — 


Prepaid  Insurance 

*500 

Cash 

or 

*500 

Unexpired  Insurance 

*500 

Cash 

*500 

the  adjusting  entry  at  December  31,  1930  would  be — 


*250 


.>250 


. 


- ' 


' 





143. 


Insurance  Expense 

*250 

.Prepaid  Insurance 

*250 

or 

Insurance  Expense 

£250 

Unexpired  Insurance 

*250 

The  expense  element  of  the  account  is  carried  to  the  profit 
and  loss  statement  as  an  operating  expense  and  the  unexpired  or 
asset  element  is  entered  in  the  balance  sheet  as  a deferred  charge. 

(4)  In  the  Interest  expense  account  is  recorded  all  the  interest 
paid  or  accrued  on  notes  payable  and  other  obligations  and  when  no 
prepaid  interest  or  discount  account  is  kept  in  the  ledger,  the 
interest  account  must  be  adjusted  at  the  end  of  each  period. 

Assuming  that  a *5,000  note  maturing  four  months  hence  is  discounted 
on  December  1,  1930,  what  entry  should  be  made  on  that  date? 

Cash  *4,900 

Interest,  Prepaid  Interest,  or  Discount  100 

Notes  Payable  *5,000 

Why  is  6%  used  as  the  interest?  because  unless  otherwise  provided, 
the  legal  rate  which  is  6$  in  Massachusetts  is  'used. 


•«hat  adjustment  should 

he  made  on  December  31, 

1930? 

Prepaid  Interest 

*75 

Interest  expense 

or 

<£75 

Interest  Expense 

*25 

l’repaid  Interest 

or 

*25 

Interest  Expense 

*25 

Discount 

*25 

The  entry  which  should  be  made  will  depend  upon  the  method  used  at 
the  time  the  note  was  discounted.  Entries  should  correspond  with 
the  accounts  charged  on  December  1,  1930. 

The  expense  element  is  carried  to  the  profit  and  loss  statement 

— prepared  at  December  31,  1930., while  the  prepaid  or  asset  element 
is  shown  on  the  balance  sheet  as  a deferred  charge. 

— (5)  As  a general  rule  when  office,  store, and  other  supplies 
are  purchased,  they  ere  charged  to  the  respective  supplies  account. 

At  the  end  of  the  period,  the  account  generally  includes  the  supplies 
used  and  supplies  on  hand,  supplies  inventory,  or  expense  inventory, 
therefore  it  must  be  adjusted  thus— 

1.  If  at  the  time  of  purchase,  the  entry  made  was — 

Supplies  *500 

Cash  (or  Accounts  Payable)  £500 

the  adjustment  at  end  of  the  period  would  be,  if  supplies  not  yet 
used  were  *150  — 


SuppMes  on  Hand 
Supplies 


*150 


*150 
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2.  If  at  the  time  of  purchase  the  entry  made  was  — 

Supplies  Inventory  <2500 

Cash  (or  Accounts  Payabl«)  2500 

the  adjusting  entry  would  be  — 

Supplies  <2350 

Supplies  Inventory  2350 

3.  If  at  the  time  of  purchase  the  entry  made  was  -- 


Supplies  Purchases  2500 

Cash  (or  Accounts  Payable) 

the  adjusting  entries  would  be  — 

(a)  If  an  inventory  account  was  kept  — 

Supplies  Purchases  2100 

Supplies  Inventory 

To  close  latter  into  former  account 


2500 


2100 


Note  that  the  amount  for  the  inventory  above  was  assumed. 

Supplies  Inventory  2150 

Supplies  Purchases 
Opening  inventory 
Add  - Purchases 
Total 

Less  - Supplies  Used 
Inventory  at  end 

(b)  If  no  inventory  account  was 
entry  would  be  made  thus  — 

Supplies  Inventory 
S ipplies  Purchases 
Purchases 

Less-Supplies  Used 
Inventory 

The  expense  portion  here  is  carried  to  the  profit  and  loss 
statement  as  an  operating  expense,  and  the  inventory  element  is 
carried  to  the  balance  sheet  as  a deferred  charge, 

(6)  Advertising  is  frequently  paid  in  advance  and  the  account 
may  include  advertising  supplies  not  yet  used.  A here  such  is  the 
case,  the  two  elements  must  be  separated  and  an  entry  should  be 

made  — 


v100 

500 

600 

450 

T50 


kept,  only  one  adjusting 


2150 

2150 

2500 

350 

“IBS’ 


Advertising  Supplies  on  Hand  xxx 

or 

Prepaid  Advertising  xxx 

or  debit  both  accounts 
when  the  two  elements  are  present 

Advertising  xxx 


■ 
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The  amount  is  determined  by  computing  the  value  of  advertising 
supplies  on  hand  and/or  by  the  proportion  of  the  time  which  has 
not  elapsed  as  yet  and  will  benefit  the  business  in  the  future. 

As  in  the  preceding  case  the  expense  part  is  carried  to  the 
profit  and  loss  statement,  and  the  asset  part  is  shown  as  other 
charge  on  the  balance  sheet. 

(7)  'when  rent  is  paid  in  advance,  at  the  end  of  the  period  the 

— account  might  include  the  prepaid  element,,  which  would  be  an  asset. 

— For  example,  suppose  that  the  business  pays,  in  advance,  $1,000  rent 
per  month  on  the  15th  of  each  month,  the  last  payment  in  any  one 
year  would  be  made  on  December  15.  On  December  51,  should  all  the 
rent  be  listed  in  the  profit  and  loss  statement  as  an  expense?  No, 
for  the  rent  paid  on  December  15  will  benefit  the  business  up  to 
January  15  of  the  following  year,  therefore  one-half  of  the  rent 
paid  in  December  must  be  deferred  and  charged  to  operation  of  the 
following  month.  The  adjusting  entry  in  this  case  v;ould  be  — 

Prepaid  Rent  $500 

Rent  ,$500 

The  prepaid  rent  should  be  shown  on  the  balance  sheet  while 
the  balance  of  the  rent  account  should  be  listed  in  the  profit  and 
loss  statement  as  an  operating  expense. 

(8)  In  the  early  days  of  business  development,  sales,  purchases, 
inventory,  and  return  accounts  were  seldom  kept.  The  trading  act- 
ivities of  an  enterprise  were  recorded  under  one  account  entitled 
T'erchandise.  Because  of  the  many  different  kinds  of  transactions 
entered  under  this  account,  the  balance  at  the  end  of  the  period 
does  hot  represent  anything  definite.  Until  the  account  is  adjusted 
the  balance  might  be  either  a debit  or  a credit. 

Before  the  balance  will  have  any  definite  meaning,  an  inventory 
must  be  taken  and  entered  on  the  credit  side  of  the  account,  thus 
adjusting  the  account. 

The  balance  now,  if  a debit,  represents  the  gross  or  trading 
1 >ss  and  is  transferred  to  the  profit  and  loss  account  by  the 
following  entry  — 

Profit  & Loss  xxxx 

Merchandise  xxxx 

The  above  entry  will  close  the  merchandise  account.  Closing  in- 
ventory is,  of  course,  brought  down  from  the  credit  to  the  debit 
side  of  this  account  as  beginning  inventory  for  the  subsequent  period. 

If  the  balance  Is  a credit,  it  represents  the  gross  or  trading 
profit  and  is  likewise  transferred  to  the  profit  and  loss  account, 
thus— 


Merchandise 
Profit  & Loss 


xxxx 


xxxx 


The  closing  inventory  should  be  brought  down  as  shown  above 


* 
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The  process  of  entering  the  inventory  on  the  books  at  the  end 
may  be  regarded  as  an  adjusting  or  a closing  process.  Probably 
the  latter  method  should  be  preferrea,  because  it  deals  with  clos- 
ing of  an  account. 

The  more  common  mixed  accounts  with  credit  balances  are: 

1.  services  received  in  advance 

2.  Rent  received  in  advance 

(1)  ohen  the  business  receives  payments  for  services  to  be 
rendered  in  the  future  and  the  total  amount  received  is  credited 
to  an  income  account,  it  must  be  adjusted  so  that  its  balance  will 
represent  a real  income.  The  amount  to  be  transferred  to  a lia- 
bility account  is  that  which  was  received  for  services  to  be 
rendered  sometime  after  closing  of  the  period  in  question.  The 
following  entry  would  adjust  the  account: 

Sales  of  Services  xxxx 

Services  Not  Yet  Hehdered  xxxx 

The  balance  of  the  services  rendered  or  Sales  of  Services  is 
carried  to  the  profit  and  loss  statement  in  the  same  manner  as 
merchandise  sales.  And  the  balance  of  the  services  Not  Yet 
Rendered  is  shown  on  the  balance  sheet  as  a liability  or  as  a de- 
ferred credit. 

(2)  If  a business  rents  or  leases  its  premises  to  tenants,  it 

— often  receives  rent  in  advance, and  at  the  end  of  the  period  it 
might  so  happen  that  a part  of  the  rent  was  not  earned  as  yet  by 

— the  business-,  therefore, unearned  rent  must  be  transferred  to  a 
liability  account  by  the  following  entry  — 

Rent  Income  xxxx 

Unearned  (or  deferred)  Rent  xxxx 

Rent  Income  account  balance  is  carried  to  the  profit  and  loss 
st 5 1 ament  like  merchandise  sales,  if  the  main  source  of  income  was 
from  rent  as  in  a real  estate  trust.  If  rent  income  is  incidental 
to  the  business,  as  in  a trading  concern,  Rent  Income  is  handled 
as  other  income  in  the  profit  and  loss  statement,  and  the  deferred 
rent  is,  of  course,  handled  as  a deferred  credit  or  liability  on 
the  balance  sheet. 

4.  Consideration  of  Assets  no  on  Books. 

- — As  noted  before^any  assets  not  recorded  in  the  books  of  accounts 

—f  will  understate  the  profit  for  the  period.  Therefore, care  must  be 
exercised  in  adjusting  books  to  see  that  all  assets  which  accrued 
to  the  business  are  properly  recorded  at  the  end  of  each  period. 

Assets  which  usually  accrue  to  a business  are: 

1.  Interest  Receivable  Accrued. 

2.  Rent  Receivable  Accrued. 

3.  Services  Receivable  Accrued  or  sales  not  recorded. 
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— (1)  Frequently, trading  concerns  ov/n  some  assets  which  bear 
interest • For  example  a business  might  own: 

a.  Notes  receivable  which  bear  interest. 

b.  Bonds 

o.  Mortgages 

(a)  In  the  case  of  interest  bearing  notes,  interest,  as  a 
general  rule,  is  paid  at  the  time  the  notes  are  paid.  At  the  end 
of  each  period  a concern  will  usually  have  some  notes  which  mature 
in  the  subsequent  period,  consequently  the  interest  on  such  notes 
has  been  partly  earned.  That  is,  interest  accrued  from  the  day  the 
notes  were  received  to  the  end  of  the  period  must  be  brought  on  the 
books  in  that  period  although  the  interest  v;ill  not  be  received 
until  the  next  period.  Assume  that  a three  months  interest  bearing 
note  for  *5,000  wqs  received  on  December  1,  1930.  At  the  end  of 
the  period,  December  31,  1930,  one-third  or  one  month’s  interest 
has  accrued  to  the  business  even  though  it  will  not  be  received 
until  the  expiration  of  three  months.  To  bring  this  accrued  in- 
terest on  the  books  the  following  entry  should  be  made  in  adjusting 
books  — 

Interest  on  Notes  Receivable  Accrued  -*>25 

Interest  Income  *25 

— Interest  on  notes  receivable  accrued, sometimes  termed  interest 

- receivable  accrued  or  simply  interest  receivable.,  is  a current  asset 
and  should  be  so  shown  on  the  balance  sheet. 

— The  credit  or  interest  income, often  called  interest  on  notes 

— receivable, is  an  other  income  item  and  should  be  so  listed  in  the 
pfofit  and  loss  statement. 

(b)  When  a business  concern  invests  money  in  bonds  and  the 
interest  date  of  the  bonds  does  not  coincide  with  the  end  of  the 
business  period,  there  will  always  be  some  interest  accrued  on 
bond  investment.  Assume  that  a concern  owns  ^10,000  6$  bonds  with 
interest  payable  on  April  1 and  October  1 of  each  year  and  that  the 
business  period  ends  on  Deoember  31;  on  December  31,  three  months 
interest  would  have  accrued  to  the  business.  The  follovYing  adjust- 
ing entry  will  bring  the  interest  accrued  on  these  bonds— 

Interest  Accrued  on  Bonds  Owned  ^150 

Interest  Income  ^150 

Account  balances  are  treated  like  interest  on  notes  receivable. 

(c)  The  treatment  of  interest  on  mortgages  owned  is  exactly 
like  that  of  interest  on  bonds  and  need  not  be  r peated  here. 

(2)  Rent  receivable  accrued  is  present  when  a business  rents 
premises  and  the  rent  is  pa  able  at  the  enc  of  the  rent  period. 

To  use  the  example  given  in  the  case  of  prepaid  rent  in  section  3 
above,  assume  that  the  monthly  rent  is  ^1,000  payable  on  the  15th 
of  each  month  for  the  previous  month.  On  December  31,  rent  from 
December  15  to  December  31,  or  one-half  month’s  rent  would  have 
accrued  to  the  business.  It  should,  therefore,  be  recorded  thus— 
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Kent  Receivable  Accrued 
Rent  Income 


*500 


*500 


Its  debit  is  a current  asset  and  should  be  shown  as  such  on 

the  balance  sheet. 

The  credit  is  an  income  and  should  be  carried  to  the  profit 
and  loss  statement  as  other  income.  3ut  if  the  main  source  of  in- 
come of  the  business  in  question  is  rent,  it  would  be  shown  as 
merchandise  sales  in  the  case  of  a mercantile  concern 

(3)  As  stated  earlier,  there  might  be  some  services  accrued 
or  sales  made  on  the  last  day  of  the  month  which  would  not  ordinar- 
ily be  entered  until  the  next  period.  If  the  end  of  the  month  is 
not  also  the  end  of  the  period, no  harm  will  be  caused  by  this 
practice.  V>hen,  however,  the  end  of  the  month  is  also  the  end  of 
the  period,  all  sales  made  or  services  accrued  must  be  recorded  on 
that  day;  otherwise,  accounts  receivable  or  cash  will  be  understated 
on  one  side  and  sales  or  services  income  on  the  other.  In  the  latter 
case  an  entry  should  be  made  as  follows: 


4 Sometimes,  the  trial  balance  is  not  prepared  until  two  or  three 
days  after  the  clos-  of  the  period  in  order  to  record  any  trans- 
actions belonging  to  that  period, the  amounts  of  which  are  definitely 
determined  a few  days  later.  This  method,  when  followed,  would  save 
the  making  of  some  of  the  so  called  adjusting  entries. 

5.  Consideration  of  Liabilities  not  on  Books. 

Assets  not  recorded  understate  the  assets  and  understate,  to  the 
same  extent,  the  profit  for  the  period.  Liabilities  which  are  not 
recorded  understate  liabilities  and  overstate  the  profit  for  the 
period.  From  the  business  point  of  view  an  understatement  of 
liabilities  is  misleading  at  least  as  much  as  an  understatement  of 
assets;  therefore,  great  care  should  be  exercised  in  making  adjust- 
ments for  unrecorded  liabilities.  The  more  common  liabilities  which 
are  likely  to  be  left  out  at  the  end  of  the  period  are: 


1.  Accrued  Salaries  and  .-ages 

2.  Accrued  Rent  Payable 

3.  Accrued  Interest  Payable 

4.  Accrued  Expenses 

5.  Purchases  not  recorded 


(1)  Salaries  and  wages  are  generally  paid  weekly  and  when  pay 
day  and  end  of  the  period  do  not  come  on  the  same  day,  there  are 
always  salaries  and  wages  earned  by  the  employees  to  the  end  of  the 
period.  These  earned  salaries  and  wages  will  be  paid  on  the  next 
pay  day.  For  this  reason  the  business  must  record  them  as  a lia- 
bility. Assuming  that  three  days*  pay  have  been  earned  by  the 
employees  to  the  end  of  the  period  amounting  to  ;500,  the  following 
entry  would  be  made: 


Accounts  Receivable  (or  Cash) 
Sales  (or  Income  from  services) 


xxxx 


xxxx 


Salaries  & wages 

Accrued  Salaries  <L  ..ages 


*500 


*500 


. 
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The  above  entry  brings  onto  the  books  the  expense  element  and 
liability  which  will  be  paid  at  the  end  of  tne  week. 

12)  ,nen  a concern  does  not  own  the  premises  in  wnich  the 
business  i3  operated  and  does  not  pay  rent  in  advance,  at  the  end 
of  each  period  t iere  will  generally  oe  some  rent  which  has  accrued 
to  t ne  landlord.  For  instance,  assuming  tnat  l 1,000  is  paid  for  the 
monthly  rental  charge  on  the  15th  day  of  the  month  for  the  preced- 
ing month,  w*at  entry  should  be  made  on  December  31? 

Rent  $500 

Accrued  Rent  Payable  500 

By  this  entry,  rent  expense  is  increased  to  its  proper  amount  and 
the  liability  for  fifteen  days*  rent  i3  pro oerly  3hown  on  the  books. 

(3)  In  the  case  of  notes  and  bonds  payable,  interest  is 
generally  paid  when  the  notes  mature  or  at  stated  interval,  there- 
fore a concern  that  ha3  any  note  or  bond  obligation  will  have  sore 
interest  accrued  at  tae  end  of  the  period  which  will  be  paid  in  tne 
subsequent  period.  This  interest  accrued  need3  to  oe  brought  on  tae 
books  if  the  true  result  of  the  business  is  desired,  assuming  taat 
the  business  has  outstanding  three  month  note  payable  for  10,000, 
bearing  interest  at  6^,  and  issued  on  November  1,  1930,  what  adjust- 
i ent  3’nould  be  made  on  December  31,  1930V 

Interest  on  fotes  Payable  (or  Interest  Expense)  100 

Accrued  Interest  Payable  .100 

The  entry  records  interest  expense  for  the  money  used  from  November 
1 to  December  31,  1930,  and  at  the  same  time  it  shows  the  liability 
for  interest  which  will  be  paid  at  the  maturity  date  of  the  note. 
Interest  on  bonds  would  be  likewise  treated. 

(4)  At  tne  end  of  each  period  there  will  always  be  some  oill3 
for  expense  whicn  are  applicable  to  the  present  period,  but  will  not 
be  received  until  the  subsequent  period.  These  bills  constitute  a 
liability  of  the  business  and  must  be  shown  a3  such.  Tae  more 
common  of  these  are  telephone,  electricity,  and  gas  bills.  They 
will  oe  recorded  by  the  following  entry-- 

Telephone  * Telegraph  xxx 

Electricity  xxx 

Gas  xxx 

'xpenses  Accrued  (or  Expenses  . ayable)  xxx 

How  are  the  amounts  of  these  liabilities  determined*:  Either  by 

calling  up  the  respective  companies  for  the  information  or  by 
reference  to  the  previous  month’s  bills,  the  accrued  items  can  be 
determined  or  estimated  as  the  case  may  be. 

(5^  As  with  sales,  there  might  be  some  purcuases  which  were 
received  near  the  closing  hours  on  the  last  day  of  the  period  ana 
which  therefore  would  oe  recorded  in  the  following  day.  These  un- 
recorded purchases,  if  any,  will  be  recorded  thus — 

iUircua3es  xxx 

Accounts  Payable  (or  Accrued  Liabilities'  xxx 
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This  entry  adjusts  the  purchases  and  brings  on  the  books  the 
liabilities  therefor. 

After  the  adjusting  entries  have  all  been  made  and  posted,  the 
so  called  "Adjusted  Trial  Balance"  can  be  prepared  from  the  ledger. 
From  the  work  so  far  covered,  the  student  can  easily  picture  this 
trial  balance  as  the  one  which  contains  all  the  assets,  liabilities, 
capital,  income,  and  expense  accounts  of  a business  at  the  close  of 
— the  period^from  which  the  financial  and  operating  statements  can  be 
correctly  prepared. 

6.  Work  Sheet. 

As  used  here,  the  work  sheet  should  be  differentiated  from  the 
six  column  work  sheet  explained  in  Chapter  IV.  The  distinguishing 
features  are  that  the  work  sheet  begins  with  the  unadjusted  trial 
balance  and  provides  columns  for  the  making  of  adjustments  and  ad- 
justed trial  balance.  In  other  words,  the  usual  work  sheet  con- 
tains ten  columns  including  two  columns  each  for  (a)  trial  balance 
before  adjustments,  (b)  adjustments,  (c)  adjusted  trial  balance, 

(d)  profit  and  loss,  and  (e)  balance  sheet.  The  six  column  work 
sheet,  on  the  other  hand,  begins  with  the  adjusted  trial  balance 
and  does  not  contain  any  adjustments.  If  the  first  four  columns 
are  excluded  from  the  work  sheet,  the  last  six  columns  would  con- 
stitute a six  column  work  sheet  as  shown  in  a previous  chapter  of 
this  work. 

The  purpose  of  the  work  sheet  is  to  accumulate  in  one  sheet  all 
the  information  required  for  the  proper  preparation  of  adjusting 
journal  entries,  adjusted  trial  balance,  profit  and  loss  statement, 
and  balance  sheet.  By  this  method,  a permanent  check  and  control 
figures  are  obtained.  And  the  possibility  of  incorporating  errors 
—in  the  books  of  accounts  is  greatly  reduced, because  the  work  sheet 
is  prepared  before  entering  any  item  in  the  record  books  at  the  end 
of  each  period. 

..henever  the  work  sheet  items  are  numerous,  it  may  be  advisable 
to  prepare  it  in  four  parts  or  sheets  as  follows: 

1.  Asset  or  balance  sheet  items  with  debit  balances. 

2.  Liabilities  and  net  worth  or  balance  sheet  items  with 
credit  balances. 

3.  All  income  items  or  profit  and  loss  accounts  with  credit 
balances. 

4.  expense  and  cost  items  or  profit  and  loss  acco&nts  with 
debit  balances. 

ach  part  may  be  prepared  by  a different  person,  thereby  reducing 
the  time  involved  in  the  accumulation  and  organization  of  the  items 
for  the  preparation  of  final  statements  and  reports.  Provision  will 
be  made  on  each  sheet  for  account  titles,  items  before  adjustments, 
additions,  deductions,  balance  or  adjusted  figures,  and  a column 
for  any  necessary  remarks  such  as  notes  discounted  and  assets 
pledged  as  security  for  loans. 

The  profit  or  loss  can  easily  be  determined  under  the  four  part 
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work  sheet  by  comparing  the  two  parts  containing  the  balance  sheet 
items.  If  the  asset  sheet  shows  a total  larger  than  that  of  the 
liability-net  worth  sheet,  the  difference  represents  the  net  profit. 
If  the  reverse  is  true,  the  difference  would  show  the  net  loss. 

The  other  two  parts  or  sheets  may  likewise  be  compared  and  if  the 
work  is  accurately  performed,  the  profit  or  loss  shown  by  the  two 
profit  and  l)ss  sheets  will,  of  course,  agree  with  that  shown  by 
the  balance  sheet. 

7.  Making  of  Adjustments  on  ..ork  Sheet. 

As  previously  stated,  the  second  two  columns  on  the  work  sheet 
are  used  for  the  adjustments.  The  first  column  is  used  for  debit 
items  and  the  second  for  credit  items.  Adjustments  are  prepared 
from  information  accumulated  at  the  end  of  each  period  for  this 
purpose.  They  are  made  on  the  work  sheet  simply  by  entering  each 
debit  and  credit  opposite  the  accounts  affected.  If  any  account 
affected  by  an  entry  does  not  appear  in  the  trial  balance,  it  will 
be  listed  immediately  below  the  trial  balance  totals.  For  example, 
assuming  that  the  trial  balance  contained  a reserve  for  bad  debts 
account  but  no  loss  from  bad  debts  account,  that  accounts  receivable 
were  being  written  off  to  the  extent  of  *1,000,  and  reserve  was  to 
be  increased  *1,500,  the  adjustment  can  be  made  either  in  one  or 
two  entries.  Aocounts  written  off  7,/ould  be  entered  opposite  the 
reserve  for  bad  debts  aocount  in  the  debit  adjustment  column  and 
opposite  the  accounts  receivable  account  in  the  credit  adjustment 
column.  The  increase  in  the  reserve  would  be  entered  in  the  credit 
adjustment  column  on  the  line  with  the  reserve  for  bad  debts  and 
in  the  debit  adjustment  column  opposite  the  loss  from  bad  accounts 
listed  below  the  trial  balance  for  this  purpose. 

In  order  to  simplify  the  reference  to  the  adjustments  in  the 
work  sheet,  each  adjustment  is  numbered  or  lettered.  The  debit  and 
credit  for  each  adjustment  will  receive  the  same  number  or  letter. 
The  same  rule  will  be  applied  in  compound  adjustments  or  those 
which  have  more  than  one  debit  and/or  one  credit.  In  other  words, 
if  an  adjustment  consisted  of  two  debits  and  two  credits,  the  s^me 
number  or  letter  will  be  used  for  the  four  items.  These  numbers  or 
letters  should  be  written  on  the  vertical  line  to  the  left  of  the 
amount  and  should  be  circled  in  order  to  avoid  being  confused  with 
the  regular  figures. 

At  the  completion  of  the  adjustments,  the  adjustment  columns 
should  be  added,  proved,  and  the  total  debits  and  credits  entered 
therein.  The  columns  should  also  be  closed  by  drawing  a double 
line  belo?/  the  totals. 

8.  Preparing  Adjusted  Trial  Balance  on  ..ork  Bheet. 

— The  next  step  in  the  preparation  of  the  work  sheets  consists  in 
combining  the  items  in  the  trial  balance  with  those  in  the  adjust- 
ment columns.  Great  care  must  be  exercised  in  adding  debits  to 
debits  and  credits  to  credits;  deducting  credit  asset  and  expense 

— adjustments  from  asset  and  expense  accounts;and  debit  liability, 
—income,  and  net  worth  adjustments  from  the  corresponding  liability, 

— income^and  net  worth  accounts;  and  carrying  the  net  balances  to 

the  proper  columns  in  the  adjusted  trial  balance.  Items  which  need 
no  adjustments  are  simply  transferred  to  the  adjusted  trial  balance. 
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As  with  all  the  other  columns  in  the  work  sheet,  the  adjusted 
trial  balance  columns  should  be  added  and  proved*  Unless  this  is 
— done^one  can  never  be  certain  that  the  work  of  transferring  the 
items  from  the  original  trial  balance  and  adjustments  is  correct. 

A work  sheet  may  now  be  completed.  The  process  of  completion  is, 
from  this  point  on,  exactly  like  that  of  the  six  column  work  sheet 
and  need  not  be  repeated  here. 

9.  The  Adjusting  Journal  Entries. 

— As  soon  as  the  work  sheet  is  complete, the  work  of  incorporating 

— the  information  in  the  books  of  records  in  regard  to  adjustments, 

' will  be  performed. 

Adjustments  on  the  work  sheet  have  adjusted  the  accounts  but  thus 
far  they  have  not  been  reflected  or  transferred  in  the  ledger.  For 
this  purpose,  adjusting  entries  are  prepared.  In  the  final  analysis, 
the  ledger  must  contain  a complete  history  of  the  business  trans- 
actions. i^ith  posting  of  the  adjusting  journal  entries,  the  ledger 
will  contain  the  information  necessary  for  the  preparation  of  fin- 
ancial and  operating  statements. 

One  thing  should  be  emphasized  here  in  connection  with  adjusting 
— entries.  This  type  of  entries  requires  very  clear  and  complete  ex- 
planations. The  source  of  these  entries  is  often  difficult  to  re- 
call unless  definitely  stated  in  the  explanations.  Because  adjust- 
ing entries  constitute  the  most  difficult  type  of  entries,  the  utmost 
care  must  be  exercised  in  order  to  explain  them  so  that  they  can 
readily  be  understood  at  any  future  date. 

10.  Preparing  Adjusted  Trial  Balance  from  the  Ledger. 

In  order  to  be  certain  that  the  adjusting  journal  entries  have 
been  posted  correctly,  an  adjusted  trial  balance  should  be  prepared 
from  the  ledger.  This  trial  balance  should  be  compared  with  the 
adjusted  trial  balance  as  shown  by  the  work  sheet.  It  may  so  happen 
that  a debit  to  an  asset  account  is  osted  to  the  debit  side  of  an 
expense  account  or  vice  versa.  Or  a credit  to  an  income  account  may 
be  posted  to  the  same  side  of  a liability  account.  The  reverse  may 
also  be  true.  For  these  and  other  reasons  that  could  be  mentioned, 
the  adjusted  trial  balance  drawn  up  from  the  ledger  should  be  com- 
pared item  by  item  with  the  balances  shown  by  the  adjusted  trial 
balance  on  the  work  sheet. 

11.  i roblem  with  all  Elements  Considered. 

From  the  trial  balance  and  additional  information  obtained  from 
the  books  and  records  of  the  Boston  Wholesale  Company  for  the  year 
ended  December  31,  1926,  the  following  is  required: 

(a)  ; ork  Sheet 

(b)  Adjusting  journal  entries 
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Boston  Wholesale  Co. 


Trial  Balance,  December  31,  1926  (Before  Adjusting) 


1 

Cash 

5,000 

2 

Notes  Receivable 

5,000 

3 

Accounts  Receivable 

24,000 

4 

Reserve  for  Bad  Debts 

1,000 

5 

Inventory,  January  1,  1926 

30,500 

6 

Equipment 

12,000 

7 

Reserve  for  Depreciation 

2,000 

8 

Supplies  on  Hand,  January  1,  1926 

500 

9 

Unexpired  Insurance 

800 

10 

Notes  Payable 

8,000 

11 

Accounts  Payable 

20,500 

12 

R.  Williams  — Capital 

20,000 

13 

R.  Yiilliams  — Personal 

3,000 

14 

Wm.  Penn  — Capital 

15,000 

15 

.m.  Penn  — Personal 

2,000 

16 

Sales 

247,000 

17 

Sales  Returns  & Allowances 

2,500 

18 

Purchases 

203,000 

19 

Purchases  Returns  & Allowances 

1,500 

20 

Freight  In 

2,400 

21 

Salaries  & Wages 

7,500 

22 

Selling  Expenses 

6,400 

23 

Rent 

5,750 

24 

General  Expenses 

4,450 

25 

Purchases  Discounts 

2,800 

26 

Interest  Income 

250 

27 

Sales  Discounts 

2,650 

28 

Interest  Expenses 

600 

S18.Q5Q 

31S , 0'5tf 

Additional  information: 


1.  Sales,  on  account,  not  recorded  ^500 

2.  Purchases,  on  account,  not  recorded  *800 

3.  The  reserve  for  bad  debts  should  equal  5$  of  the 
accounts  receivable. 

4.  There  is  interest  accrued  on  notes  receivable  v50 

5.  The  equipment  is  depreciated  10$  per  annum. 

6.  The  unexpired  insurance  is  ^900. 

Note  — Adjust  insurance  through  general  expenses. 

7.  Supplies  inventory  y350 

8.  There  is  interest  accrued  on  notes  payable  amounting  to  v60 

9.  There  is  one-half  month  6f  rent  accrued. 

10.  ..ages  accrued  ,*140 

11.  Expenses  accrued  for  which  bills  have  not  been  received 
as  yet: 

(a)  Telephone  <*35 

(b)  Light  15 

Total  .*50 

12.  The  merchandise  inventory  is  v22,500 


. 

■ 

' 

' 
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Work  Sheet  for  the  Year 
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Lin 

NO 


ACCOUNT  TITLE 


Allowances 


1 Cash 

2 Notes  Receivable 

3 Accounts  Receivable 

4 Reserve  for  Bad  Debts 

5 Inventory,  January  1,  1926 

6 Equipment 

7 Reserve  for  Depreciation 

J Supplies  on  Hand,  January  1, 
9 Un expired  Insurance 

10  Notes  .-ayable 

11  Accounts  - ayable 

12  R.  illiams-Capi tal 

13  R.  illiams-Rersonal 

14  m.  Denn-Capital 

15  m.  l enn-:  ersonal 

16  Sales 

17 j 'ales  Returns  ft  Allowances 

18  ?ur chases 

19  . urchases  Returns 

20  Freight  In 

21  Salaries  ft  Wages 

22  Selling  Expenses 

23  Rent 

24  General  Expenses 

25  Purchases  Uscounts 

26  Interest  Income 
7 Sales  Discounts 

2 i Interest  Expenses 


29 1 Loss  from  Bad  ic counts 

30  Interest  Receivable  ccrued 

31  Depreciation  of  Equipment 

32  Interest  payable  Accrued 

33  Rent  x ayable  Acer  ied 

34  Salaries  ft  ages  ccrucd 

35  Expenses  ccrued 

36  Inventory,  December  31,  1926 

37  profit  Loss 


i926 


Trial  Balance 


;r. 


5,000 

5,000 

24.000 

30,500 

12.000 

500 

BOO 


3.000 

2.000 

2.500 
203,000 

2.400 

7.500 

6.400 
5,750 
4,450 


2,650 

600 


Cr. 


1,000 

2,000 

3,000 

20,500 

20,000 

15,000 

247,000 

1,500 


313,050 


, 800 
250 


318,050 


vhole3ale  Go. 
Ending,  Decemoer  31 

, 1926 

155. 

Lin 

S 

Adjustments 

Adjust. 

Tr.  Bal. 

Prof i t 

& Loss 

Balance  Sheet  ! 

^in 

NO 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr. 

Dr. 

Cr . 

i 

5,000 

5,000 

1 

2 

5,000 

5,000 

2 

3 

G>  500 

24,500 

24 , 5 or 

3 

4 

D 

225 

1,225 

1 , 225 

4 

5 

30,500 

3%  500 

5 

6 

12,000 

12,000 

6 

7 

( 

P 

1,200 

3,200 

3,200 

7 

8 

P i 

Z> 

150 

350 

350 

3 

9 

9 100 

900 

900 

9 

10 

8,000 

3,000 

10 

11 

( 

5) 

100 

21,300 

21,300  I 

11 

12 

20,000 

20,000 

12 

13 

3,000 

3,000 

13 

14 

15,000 

15,000  | 

14 

15 

2,000 

2,000 

15 

16 

. 

D 

500 

247,500 

247,500 

16 

17 

2,500 

2,500 

17 

19 

9 800 

203,800 

203,800 

18 

19 

1,500 

1,500 

19 

20 

2,400 

2,400 

2 0 

21 

W 140 

7,640 

7,640 

21 

22 

6,400 

6,400 

22 

23 

3)  250 

6 , 000 

6,000 

23 

24 

JD  50 

150 

V 

100 

4,550 

4 , 550 

24 

25 

2,800 

2,800 

25 

26 

9 

50 

300 

300 

26 

27 

2,650 

2,650 

27 

23 

P 60 

660 

660 

28 

29 

9 225 

225 

225 

29 

30 

50 

50 

50 

30 

31 

9 1,200 

1,200 

1,200 

31 

32 

fe 

60 

60 

60 

32 

33 

3> 

250 

250 

250 

33 

34 

19 

140 

140 

140 

34 

35 

| 

7b 

50 

50 

50 

35 

3,525 

3,525 

321,325 

321,325 

36 

22,500 

22,500 

36 

37 

6.075 

6.075 

37 

274,600 

1 274,600 

75,300 

75,300 

i 

i 
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(o)  Adjusting  entries,  December  31,  1926 

500 


-1- 


3 Accounts  Receivable 
16  Sales 

To  record  the  sales  not  entered  with 
the  regular  sales 


500 


-31- 

18  Purchases  800 

11  Accounts  Payable 

To  record  purchases,  the  invoices  of 
which  were  received  subsequent  to 
December  31,  1926 

-31- 

29  Loss  from  Bad  Debts  225 

4 Reserve  for  Bad  Debts 

To  increase  the  reserve  account  to 
5%  of  the  accounts  receivable: 

5$  of  Accounts  Receivable  1,225 
Less-Reserve  on  the  Ledger  1,000 

225 

-31- 

30  Interest  Receivable  Accrued  50 

26  Interest  Income 

To  record  the  interest  accrued 
on  notes  to  December  31,  1926 


800 


225 


50 


-31- 

31  Depreciation  of  Equipment  1,200 

7 Reserve  for  Depreciation  1,200 

To  set  up  10  j of  the  equipment 
as  depreciation  for  the  year, 

-31- 


9 Unexpired  Insurance  100 

24  General  Expenses 

To  increase  unexpired  insurance  for 
amount  not  yet  expired  and 
previously  charged  to  general 
expenses, 

-31- 

24  General  Expenses  150 

8 Supplies  on  Hand 

To  charge  general  expenses  for 
the  decrease  in  supplies  on 
hand  December  31,  1926. 


100 


150 


- 


■ 


. 


■ 
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Adjusting  entries,  December  31,  1926 


28  Interest  Expenses  60 

32  Interest  Payable  Accrued 

To  record  the  interest  accrued  on 
Notes  to  December  31,  1926 

-31- 

23  Rent  250 

31  Rent  Payable  Accrued 

To  record  15  days*  rent  accrued  to 
December  31,  1926 

-31- 

21  Salaries  & -ages  140 

34  Salaries  & uages  Accrued 

To  record  the  salaries  and  wages  accrued 
since  the  last  pay  day, 

-31- 

24  General  Expenses  50 

35  Expenses  Accrued 

To  record  expenses  for  which  bills  were 
not  received  on  December  31,  1926 
Telephone  35 

Light  15 

“50 


-2- 

60 

250 

140 


50 


-V  • • 


. 


. 


■ - 


• • . ■ . , - 

* 


- • -- 


■ 
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CHAPTER  XI 

CLOSING  BOOKS  QP  PERIOD  .->MD  3TARTIHG-  N^..  PERIOD 


1*  Purpose  of  Closing  Books, 

Books  are  generally  closed  at  end  of  each  period.  Nominal  or 
profit  and  loss  accounts  are  kept  chiefly  for  administrative  reasons. 
They  reflect  the  progress  of  the  business  operation,  without  nominal 
accounts  the  daily  progress  could  seldom  be  determined.  These 
accounts  are  periodic  accounts  and  in  order  to  receive  most  benefit 
from  them,  the  results  obtainec  from  the  accounts  in  one  period  must 
be  separated  from  results  of  another  period.  Unlike  financial  or 
balance  sheet  accounts,  which  show  a moving  picture  of  the  financial 
position  of  the  business  theoretically  and  momentarily  stopped  at 
end  of  each  period,  the  profit  and  loss  accounts  reflect  a series  of 
moving  pictures  actually  and  permanently  stopped  at  the  end  of  each 
period.  The  continuous  progress  of  the  operation  of  an  enterprise  is 
measured  by  analyzing  and  comparing  this  series  of  pictures  or  periods. 
Closing  entries  are  therefore  prepared  to  disconnect  nominal  accounts 
of  one  period  from  those  of  the  following  period. 

For  operating  purposes  cumulative  figures  for  the  profit  and  loss 
items  would  have  little  or  no  value, because  operating  standards  are 
prepared  for  short  and  definite  periods.  Unreasonably  long  standards, 
estimates,  and  budgets  are  usually  misleading  and  unreliable.  Stand- 
ards are  best  measured  and  compared  with  actual  performance  when 
records  and  accounts  are  so  kept  that  the  period  of  the  former  co- 
incides with  that  of  the  latter.  As  one  age  is  compared  with  another 
age,  so  is  one  business  period  compared  with  another  period  in  order 
to  determine  its  progress  and  underlying  sources  and  causes. 

2.  Closing  Entries. 

Closing  entries  are  journal  entries  made  at  the  end  of  each  period 
to  close  the  nominal  accounts  "systematically"'  into  accounts  affected 
by  them  and  finally  the  profit  and  loss  account.  The  disposition  of 
the  profit  and  loss  account  depends  on  the  type  of  the  organization 
unit.  InAcase  of  a sole  proprietorship,  the  profit  or  loss  is  closed 
into  the  proprietors  personal  account.  Profits  or  losses  are  closed 
into  the  partners*  personal  accounts  equally  or  according  to  agree- 
ment where  one  exists  if  the  concern  is  a partnership,  and  usually 
closed  into  surplus  if  a corporation. 

The  closing  entries  are  made  from  the  profit  and  loss  statement 
and  data  contained  therein  in  practically  the  same  order  accounts  are 
listed  on  the  statement.  Net  sales  are  obtained  by  closing  sales 
returns,  allowances,  and  trade  discounts  into  sales.  Net  purchases 
are  determined  by  closing  purchases  returns,  allowances,  and  trade 
discounts  into  purchases.  Freight,  duties,  and  other  direct  charges 
to  purchases  are  closed  into  purchases.  The  opening  inventory  is  also 
transferred  or  closed  into  purchases.  If  the  closing  inventory  is 
now  deducted  from  purchases  by  debiting  Inventory  and  crediting 
Purchases,  the  balance  of  this  account  would  represent  the  cost  of 
goods  sold.  This  balance  or  cost  of  goods  sold  is  closed  into  sales 
and  the  balance  of  sales,  Yi/hich  now  represents  the  gross  profit,  is 
closed  into  profit  and  loss.  Hereafter,  the  remaining  profit  and  loss 
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accounts  are  closed  into  profit  and  loss  in  the  order  which  they 
appear  in  the  profit  and  loss  statement. 

where  a Cost  of  Bales  account  is  kept,  all  of  the  items  closed 
into  purchases  will  be  closed  in  a cost  of  sales  account  which  in 
turn  will  be  closed  into  sales.  By  following  the  same  general 
principles,  if  a trading  account  is  kept,  all  of  the  items  ordinar- 
ily used  in  determining  gross  profit  are  closed  in  this  account. 
However,  neither  cost  of  sales  nor  the  trading  account  is  kept  by 
the  average  trading  concern. 

Closing  entries  may  best  be  illustrated  by  preparing  them  from 
an  actual  profit  and  loss  statement.  For  this  purpose,  the  B.  L. 
Carpenter’s  statement  shown  in  Chapter  III  will  be  used. 


. 


' 

- 


■ 
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B.  L.  Carpenter 

Closing  Entries,  December  31,  1928 
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Sales 

Sales  Returns  & All  wanoes 

To  close  returns  and  allowances 
into  sales. 


970 


-31- 

Purchases  Returns  & Allowances 
Purchases 

To  close  returns  and  allowances 
into  purchases. 

-31- 

Purchases 

Inventory 

To  close  January  1,  1928  inventory 
into  purchases 


-31- 


Purchases 
Freight  In 

To  close  freight  on  purchases 
into  purchases. 


-31- 


Inventory 

Purchases 

To  bring  onto  the  books  the 
December  31,  1928 


-31- 


1,120 


18,560 


1,985 


11,870 


Sales 


Purchases 

To  close  cost  of  sales  into 
Inventory  1-1-28 
Purchases 
Freight  In 
Total 
Inventory, 

12-31-28  11,870 

Purchases  Ret.  „ 

Allowances  1.120 

Cost  of  Sales 


sales: 

18,560 

64,475 

1,985 

85,020 


12,990 
72,  m 


-31- 


Sales 
LessrSales  Ret.  & 
Allowances 
Cost  of  Sales 
Gross  Profit 


970 

72,030 


95,685 


75,000 
22 , 685 


72,030 


Sales 

Profit  & Loss 

To  close  sales  into  profit  and  loss: 


22,685 


970 


1,120 


18,560 


1,985 


11,870 


72,030 


22,685 


■ 


■ 


- 


i 
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December  31,  1928 


Profit  & Loss 

Salesmen's  Salaries 
Salesmens  expenses 
Office  Salaries 
Rent 

Office  Supplies 
Insurance 

Depreciation  of  Office  Equipment 

Taxes  Property- 

Telephone  k Telegraph 

Heat  k Light 

Miscellaneous  Expenses 

To  close  operating  expenses 
into  profit  and  loss. 


18,681 


4,500 

2,676 

5,000 

3,600 

350 

984 

385 

420 

115 

385 

266 


-31- 


Purchases  Discounts 
Interest  Income 
Profit  k Loss 

To  close  other  income  into 
profit  and  loss. 


-31- 


Profit  k Loss 
Sales  Discounts 
Loss  from  Sad  Debts 
Interest  Expenses 

To  close  other  charges  into 
profit  and  loss 


-31- 


Profit  k Loss 

B.  L.  Carpenter  - Personal 
To  close  net  profit  into 

proprietor’s  personal  account. 


1,210 

157 


1,367 


2,591 


1,572 

915 

104 


2,780 


2,780 


. 


' 


- 
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3.  Closing  of  Nominal  Accounts. 

Closing  entries  are  posted  to  proper  accounts  in  the  ledger. 

As  soon  as  all  the  closing  entries  have  been  posted,  nominal 
accounts  may  be  closed.  The  debits  and  credits  are  added  and 
proved  and  if  the  closing  entries  have  been  posted  correctly, 
debits  and  credits  will  be  equal.  The  actual  closing  of  each 
account  consists  in  entering  the  pencil  totals  in  ink  and  drawing 
a double  line  below  the  total,  journal  folio,  and  date  columns. 
Debit  and  credit  columns  should  be  closed  on  the  same  line  irres- 
pective of  the  number  of  debit  and  credit  items.  For  example, 
there  may  be  four  debits  and  two  credits  in  one  acoount,  but  the 
totals  are  entered  on  the  fifth  line  followed  by  double  lines. 

— Debit  and  credit  columns  are  closed  on  the  same  line  in  order  to 
simplify  the  recording  of  transactions  in  the  following  period. 

By  this  method  of  closing,  transactions  are  entered  below  the 
double  line  in  each  account  as  if  it  were  a new  account  and  clearly 
separates  one  period  from  another. 

The  following  accounts,  taken  from  B.  L.  Carpenter’s  profit 
and  loss  statement  and  closing  entries  referred  to  in  oection22 
above,  will  be  used  in  order  to  illustrate  the  method  of  closing 
nominal  accounts. 


* 
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Sales 


1928 

Dec.  31 
31 
31 

J 

J 

J 

970 
72,030 
22 . 685 

| 

1928 
Dec.  31 

B 

95,685 

95,686 

95,686 

Sales  Returns  & allowances 

1928 
Dec.  31 

B 

970 

1928 
Dec.  31 

J 

970 

Purchases 

1928 

1928 

Dec.  31 

B 

64,475 

Dec.  31 

J 

1,120 

31 

J 

18,560 

31 

J 

11,870 

31 

J 

1,985 

31 

J 

72,030 

85.620 

Purchases 

Returns  & Allowances 

1928 

1928 

Dec.  31 

J 

1.120 

Dec.  31 

B 

Freight  In 

1928 

1928 

Dec.  31 

B 

1.985 

Deo.  31 

J 

1,985 

Profit  & Loss 

1928 

1928 

Deo.  31  Op. 

Lxp.  J 

18,681 

Dec.  31  Gross 

Prof. J 

22,685 

31  Oth, 

► Chg. J 

2,591 

31  Other 

Inc.  J 

1,367 

31  Net 

Prof . J 

2,780 

24 .652 

" 24,062 
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The  balances  which  would,  in  actual  work,  be  found  in  the 
ledger  have  been  marked  B in  place  of  the  initial  of  the  book  of 
original  entry.  Because  items  were  taken  from  the  journal  simply 
to  illustrate  the  closing  of  accounts,  the  journal  folios  have 
been  omitted, 

4.  Closing  of  Balance  Sheet  Accounts. 

Accounts,  whether  real  or  nominal,  should  be  periodically 
balanced  and  closed.  Books  of  accounts  should  show  a clear  cut 
division  between  any  two  periods.  This  division  can  be  reflected 
by  a systematic  closing  of  ledger  accounts.  Balance  sheet  accounts 
are  not  really  closed  because  the  accounts  will  show  the  same 
balance  after  closing  as  they  did  before.  The  closing  of  these 
accounts  consists  of  transferring  the  balances  on  the  smaller  side 
of  the  accounts,  totaling  the  debits  and  credits,  drawing  the 
double  lines  on  the  line  with  the  totals,  and  bringing  the  balances 
down  on  the  original  side  immediately  below  the  totals.  After 
closing  all  the  acounts,  eaoh  balance  sheet  item  is  shown  in  one 
amount  free  from  the  detail  of  transactions  of  the  previous  period. 

It  frequently  happens  that  some  balance  sheet  accounts  contain 
a whole  page  of  debits  and  only  a few  credits.  To  equalize  the 
two  sides  and  facilitate  the  recording  of  the  transactions  for  the 
subsequent  period,  the  accounts  are,  therefore,}  closed,  balances 
brought  down,  and  dated  to  correspond  with  the  first  day  of  the 
new  period.  Accounts  with  one  item,  either  debit  or  crecit,  need 
not  be  closed  because  it  would  simplify  the  posting  for  the  new 
period.  Regardless  how  an  account  is  closed,  it  will  always  show 
a balance  providing  there  is  one. 

The  following  accounts  are  taken  from  Chapter  VI,  Section  10, 
in  order  to  illustrate  the  method  of  closing  balance  sheet  accounts. 
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Notes  Receivable 


1929 

- 

1929 

Jan. 

1 

J 1 5,000  Jan.  13 

J 3 2,000 

3 

1 1.200  31  Balance 

4,200 

6,200 

“OCTT 

1929 

Feb. 

1 3alance 

4,200 

A.  Bond 

1929 

1929 

Jan. 

1 

350  Jan.  3 

J 1 200 

15 

832  31  Balance 

982 

"ITISg 

■ t,  rs2' 

1^29 

Feb. 

1 Balance 

982 

Equipment 

1929 

1929 

Jan. 

1 

J 1 3,000  Jan. 31  Balance 

3,075 

31 

75 

3,0^5 

3,675 

I§29 

Feb. 

1 Balance 

3,075 

Notes  Payable 

1929 

1929 

Jan. 

3 

J 1 1,000  Jan.  1 

J 1 8,000 

19 

3 1,500  10 

2 5,500 

29 

4 2,500 

31  Balance 

8,500 

13 , 56b 

13,566 

1929 

• 

Feb.  1 Balance 

8,500 

Merrill  & Sons 

1929 

1929 

Jan. 

17 

J 3 3,100  Jan.  1 

J 1 3,100 

1929 

Jan. 31 

5 2,150 

Paine  & Co. 

1929 

1929 

Jan. 

8 

J 2 2,340  Jan.  1 

J 1 2,340 

29 

4 150  13 

2 1,870 

31 

4 1,000 

31  Balance 

720 

4,216 

*.aw 

1929 

Feb.  1 Balance 

720 
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5.  Proving  the  Ledger  After  Closing, 

In  spite  of  all  precautions  that  may  be  taken,  mistakes  are 

— sometimes  made.  Jethods  can  generally  be  dfcvLSad  to  detect  rather 
than  prevent  mistakes.  The  ledger  is  therefore  proved  after  the 
accounts  requiring  closing  have  been  closed.  It  Is  proved  by  pre- 
paring a trial  balance  of  balances  in  the  usual  way.  presumptively, 

— If  the  trial  balance  proves^the  closing  process  has  been  correctly 
carried  out.  But  in  order  to  be  certain,  this  trial  balance  should 
be  checked  with  the  balanoe  sheet  items  as  shown  in  the  last  two 
columns  on  the  work  sheet.  The  two  sets  of  figures  should  agree  with 
the  possible  exception  of  the  profit  and  loss  and  personal  accounts 
of  the  proprietors.  As  previously  mentioned,  the  net  profit  or  loss 

— is  closed  into  the  personal  accounts  of  the  proprietors  in  the  case 

— of  sole  proprietorship  and  partnership  concerns^and  into  surplus  In 

— a corporation.  Consequently,  it  would  affect  the  accounts  involved. 

If  the  balance  sheet  shows  the  details  Tdd  these  items,  the  trial 
balance  after  closing  may  be  compared  with  it.  although  the  totals 
would  not  agree  because  the  valuation  and  other  offsetting  accounts 
are  deducted  from  related  accounts,  the  individual  accounts  should 
agree. 

The  trial  balance  after  closing  may  be  called  post  closing  trial 
balance,  closing  trial  balance,  trial  balance  of  real  accounts,  etc. 
Irrespective  of  the  name,  its  purpose  is  to  prove  the  correctness 
of  posting  closing  entries  and  closing  ledger  accounts.  Lrrors  in 
closing  have  often  been  uncovered  in  the  next  period.  This  situation 
may  be  confusing  and  if  not  detected  will  affect  results  of  the 
period  following. 

6.  Starting  the  New  Period. 

It  may,  at  first,  seem  that  the  new  period  should  present  no 
difficulty  provided  the  accounts  were  properly  closed  at  the  end  of 
the  last  period.  But,  there  is  one  question  or  problem  which  must 
be  answered  at  the  beginning  of  the  new  period.  At  the  end  of  last 
period  accrued  assets  and  liabilities  or  assets  and  liabilities  not 
on  the  books  were  brought  on  the  books  as  adjustments  which  must  be 
disposed  of  in  some  manner  within  the  following  period. 

There  are  three  methods  by  which  the  assets  and  liabilities 
accrued  at  the  end  of  last  period  can  be  disposed  of  satisfactorily 
as  follows: 

1.  By  reversing  entries  made  at  end  of  the  period  on  the 
first  of  the  new  period. 

2.  By  closing  accounts  at  the  time  they  are  paid  or  otherwise 
settled. 

3.  By  leaving  accounts  on  the  books  until  the  em  of  the 
following  period  and  then  readjust  them. 

The  reversing  method  is  probably  the  simplest  method  and  the 
number  of  accounts  to  be  listed  each  month  for  trial  balance  purposes 
— would  be  correspondingly  less.  As  a general  rule,accrued  assets  and 
liabilities  are  brought  on  the  books  merely  for  balance  sheet  pur- 
poses and  as  soon  as  they  have  accomplished  the  purpose  for  which  they 
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were  recorded,  they  can  be  disposed  of.  .^ach  entry  of  this  nature 
can  be  reversed  by  undoing  what  was  done  at  end  of  the  period. 
Accounts  debited  at  end  of  the  period  will  be  credited  at  beginning 
of  the  next.  Conversely,  accounts  credited  will  be  debited  in  order 
to  eliminate  them  from  the  books. 

The  closing  or  second  method  disposes  accrued  assets  and  lia- 
bilities when  they  are  paid.  For  instance  assume  that  a two  month 
note  receivable  for  <*>10,000  was  on  hand  at  close  of  the  period  with 
one  month  of  interest  accrued.  By  using  the  calendar  year,  at 
December  31,  <*50  would  be  accrued  as  interest  receivable.  On 
January  31  ?/hen  the  note  would  ordinarily  be  paid,  the  customer 
would  pay  (a)  the  note  or  *10*000,  (b)  interest  accrued  to  Dec- 
ember 31  or  *50,  and  (c)  interest  accrued  in  January  or  *50  or  a 
total  of  v 10,100 . The  entry  to  record  the  collection  would  be  as 
follows: 


Cash 


Interest  Receivable 
Interest  Income 
Notes  Receivable 


*10,100 


4 50 
50 

10,000 


►.here  the  third  method  is  used,  no  real  problem  exists  at  be- 
ginning of  the  new  period.  Accrued  accounts  are  left  on  the  books 
undisturbed  until  end  of  the  following  period.  At  this  time,  they 
are  increased,  decreased,  or  wiped  off  the  books depending  on  the 
condition  of  the  accounts  in  question  when  the  statements  are  to 
be  prepared  again. 

In  order  to  illustrate  the  above  methods,  the  accrued  assets 
and  liabilities  shown  in  the  illustrative  problem  in  Chapter  X, 
Section  11,  are  used  as  follows: 


Interest  Receivable  Accrued 
Rent  Payable  Accrued 
Salaries  and  ..ages  Accrued 
Interest  Payable  Accrued 
Expenses  Accrued 


50 

250 

140 

60 

50 


Illustrate  how  the  above  accounts  can  be  disposed  of  under  each 
of  the  methods. 


(1)  By  reversing  entries  made  on  January  1,  1927 

Interest  Income  *50 

Interest  Receivable  Accrued 
To  reverse  the  entry  made  to 
accrue  the  interest  receivable 
at  12/31/26 

-1- 

Rent  Payable  Accrued  250 

Rent 

To  reverse  the  entry  made  to 
bring  rent  accrued  on  12/31/26 


50 


250 


■ 

. 
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January  1 , 1927 

Salaries  & -ages  Accrued 
Salaries  & hages 

To  reverse  salaries  and  v/ages 
accrued  on  12/31/26 


140 

140 


-1- 


Interest  Payable  Accrued 
Interest  expenses 
To  reverse  the  entry 
12/31/26  to  accrue 
payable 


60 

60 

made  on 
lnt erest 


-1 


Accrued  expenses  50 

General  Expenses  50 

To  reverse  entry  made  to  bring 
on  the  books  expenses  for 
which  bills  were  not  received: 

Telephone  35 

Light 

Total  50 

(2)  By  closing  accounts  at  the  time  they  are  paid,  assuming 
that  — 


(a)  Notes  Receivable  consist  of  one  ^5000  note  due  on 
January  31,  1927. 

lb)  Rent  ^500,  is  paid  on  January  15,  1927. 

(c)  Salaries  and  wages  for  the  week  amounts  to  ^325  and  is 
paid  on  January  5,  1927. 

(d)  Interest  on  notes  payable  was  accrued  on  one  „;4Q00 
note  maturing  on  January  15,  1927. 

(e)  The  bills  for  expenses  accrued  were  received  and  paid 
on  January  10,  1927. 


(c)  January  5,  1927 

Salaries  & v.ages  Accrued 
Salaries  & >-ages 
Cash 

To  record  the  weekly  payroll 
and  close  the  salaries  and 
wages  accrued  on  12/31/26 

(e)  -10- 

Lxpenses  Accrued 
Cash 

To  record  the  payment  for  the 
expenses  accrued  on  12/31/26 

(b)  -15- 

Rent  Payable  Accrued 
Rent 
Cash 


140 

185 

325 


50 


50 


250 

250 


500 


- 
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January  15,  1927 

To  record  payment  of  rent  from 
12/15/26  to  1/15/27  and  to 
close  rent  accrued  on  12/31/26 

(d)  -15- 


Notes  Payable 
Interest  Payable  Accrued 
Interest  expenses 
Cash 

To  record  the  payment  of  note 
due  today  and  close  interest 
accrued  thereon  on  12/31/26 
Amount  of  notes  4000 

3-|  months’  interest 

at  6$  70 

Amount  paid  4070 


(a) 


-31- 


Cash 

Notes  Receivable 
Interest  Receivable  Accrued 
Interest  Income 

To  record  the  collection  of  note 
due  today  and  3 months  interest 
at  6$  and  close  interest 
accrued  thereon  on  12/31/26 


4000 

60 

10 


4070 


5075 


5000 

50 

25 


(3)  By  leaving  accounts  open  until  end  of  following  period, 

— This  method  can  be  handled  in  two  ways,  one  by  closing  and 
the  other  by  adjusting  the  accounts. 


" For  example, suppose  that  interest  accrued  on  notes  receivable 
at  Deoember  31,  1927  is  <^80,  the  two  methods  may  be  illustrated  as 
follows: 


1,  By  closing  — 


Deoember  ol,  1927 


Interest  Incone 

Interest  Receivable  Accrued 
To  close  the  interest  accrued 
on  12/31/26 


-31- 


Interest  Receivable  Accrued 
Interest  Income 

To  bring  on  the  books  the 

interest  accrued  on  notes  at 


12/31/27 


50 


50 


80 


80 


1% 


■ 

. 

. 


- 

.a 


- 


■ 
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2.  By  adjusting  — 


-31- 


Interest  Receivable  Acorued 

30 

Interest  Income 

30 

To  adjust  the  interest  receivable 

accrued  at  12/31/27: 

Accrued  at  12/31/27 

80 

On  the  books 

50 

Increase 

30 

More  examples  could  be  given,  but  as  the  entries  exemplified 
above  cover  all  ordinary  cases,  they  are  deemed  sufficient  for  the 
present. 

The  work  to  this  point,  closes^ cycle  of  the  business  period. 
Finishing  touches  in  adjusting  and  closing  books  are  not  made  for 
art’s  sake  or  to  show  some  of  the  difficulties  which  bookkeepers 
and  accountants  will  encounter.  They  are  made  in  order  to  present 
to  the  business  man  a true  picture  of  his  enterprise.  Be  may 
possibly,  feel  that  he  does  not  need  to  understand  or  be  able  to  in- 
terpret the  fundamental  structure  of  this  picture  — that  he  can 
employ  someone  to  do  that  for  him.  However,  ?iho  can  better  criticise 
this  picture  to  his  own  pecuniary  advantage,  he  who  understands  the 
substance  of  the  atoms  making  the  whole,  or  he  who  superficially 
understands  it  and  must  often  rely  on  guesses  in  planning  hi§  future 
policies  and  standards? 


7.  Problem  with  all  elements  Considered. 


The  principles  discussed  in  this  chapter  will  be  specifically 
illustrated  by  using  the  problem  (Boston  Wholesale  Co.)  in  Chapter  7, 
Section  11,  as  source  for  the  required  materials.  Additional  work 
required  to  close  books  of  the  concern  is  as  follows 


1.  Ledger  accounts. 

For  this  purpose  items  ?*ill  be  posted  directly 
from  the  trial  balance. 

— 2.  Post  adjusting  journal  entries 

3.  Adjusted  trial  balance 

4.  Balance  sheet 

5.  Profit  and  loss  statement 

6.  Closing  entries  properly  posted 

— 7.  Close  every  account  with  more  than  one  item 
— 8.  Post -closing  trial  balance 


1 

* J 

I 

1 

' 


. 
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Cash 

-1- 

1926 

t 

1 

Deo. 

31 

T S 

5,000 

N 

otes  Beceivable 

-2- 

1926 

Dec. 

31 

T B 

5,000 

Accounts  I 

Receivable 

-3- 

1926 

1926 

De  0. 

31 

T B 

24,000 

Dec. 

31 

Balanoe 

24,500 

31 

J 

1 

500 

24.506 

24.500 

1927 

Jan. 

1 

Balance 

24,500 

Beserve  for  l 

3ad  Debts 

-4- 

1926 

1926 

Dec. 

31 

Balance 

1,225 

Dec. 

31 

T B 

1,000 

31 

J 1 

225 

1,225 

1.22b 

Jan.  1 Balance 

1,225 

* 

Inventory 

-5- 

1926 

Dec. 31 

1926 

T B 30.500  Dec. 31 

J 1 30,500 

31 

J 1 " 22,500 

equipment 

-6- 

1926 

■kec.31 

T B 12,000 

. 


. 


. 
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Reserve  for  Depreciation  -7- 


1926 

f- 

1926 

Dec. 31  Balance 

3,200 

Dec. 31 

T B 2,000 

31 

J 1 1.200 

3.206 

1927 

Jan.  1 Balance 

3,200 

Supplies 

on  Hand 

-8- 

1926 

1926 

Dec. 31 

T E 

J 500 

Dec. 31 

J 1 150 

31  Balance 

350 

506 

566 

T§27 

Jan.  1 Balance 

350 

Unexpired 

Insurance 

-9- 

1926 

1926 

Dec. 31 

T B 

000 

Dec. 31  Balance 

900 

31 

J 1 100 

—pin  >■  i 

1927 

900 

966 

Jan.  1 Balance 

900 

Notes  Payable 

-10- 

1926 

Dec. 31 

T B 8,000 

Accounts 

Payable 

-u- 

1926 

1926 

Deo. 31  Balance 

21,300 

Dec. 31 

T B 20,500 

31 

J 1 800 

SI .306 

S1.366 

"T927" 

Jan.  1 Balance 

21,300 

— U 

R.  williams  - Capital 

-12- 

r 

1926 

Deo.  31 

T B 20,000 

. ' 


. 


1 


- , • 


R.  williams  - Personal 
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-13- 


1926 
Deo .SI 

31  Balance 

1926 

T B 3,000  Dec. 31 

37.50 

J 2 3,037.50 

3,057.56 

3,637.5o 

192V 

Jan.  1 

Balance 

37.50 

Vfffi.  Penn  - Capital 

-14- 

1926 

Dec. 31 

T B 15,000 

win.  Penn  - Personal 

-15  - 

1926 

1926 

Dec .31 

T B 2,000  Dec. 31 

J 2 3,037.50 

31  Balance 

1,037.50 

3,037.50 

3f637.56 

1927 

Jan.  1 

Balance 

1,037.50 

Dales 

-16- 

1926 

1926 

Dec. 31 

J 1 2,500  Dec. 31 

T B 247,000 

31 

1 212,700  31 

J 1 500 

31 

2 32,300 

247,500 

247,500 

Sales  Returns  & Allowances 

-17- 

1926 

DeeP31 

T B 2,500 

1926 
Deo. 31 

J 1_ 

2,500 

Purchases 

-18- 

1926 

1926 

Dec. 31 

T B 203,000 

Dec. 31 

J 1 

1,500 

31 

J 1 800 

31 

1 

22,500 

31  1 2,400  31  1 212,700 


. 


. 


•• 


. . 
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Purchases  Returns  & Allowances 

-19- 

1926 
Dec. 31 

1926 

J 1 1.500  Dec. 31 

T B 

1.500 

Freight  In 

-20- 

1926 
Dec. 31 

1926 

T B 2,400  Dec. 31 

J 1 

2.400 

# 

Salaries  & Wages 

-21- 

1926 
Dec. 31 
31 

1926 

T B 7,500  Deo. 31 

J 2 140 

J 2 

7,640 

?f640 

7 , 646 

oelling  Expenses 

-22- 

-* 

1926 
Dec. 31 

1926 

T B 6.400  Dec. 31 

J 2 

6,400 

Rent 

-23- 

1926 
Deo. 31 

1926 

T B 5,750  Dec. 31 

J 2 250 

J 2 

6,000 

6,000 

6,066 

General  expenses 

-24- 

1926 
Dec. 31 
31 
31 

1926 

T B 4,450  Dec. 31 

J 1 150  31 

2 50 

J 1 

2 

100 

4,550 

4,656 

4 , 650 

. 


175 


1926 

Dec.31 


J 2 


Purchases  Discounts 
1926 

2,800  Dec. 31 


Interest  Income 


T B 


-25- 


2,800 


-26- 


1926 

- - --4== 

1926 

Dec. 31 

J 

2 

300  Dec. 31 

T B 

250 

31 

J 1 

50 

300 

^_3o^ 

Sales  Discounts 

-27- 

1926 

1926 

Dec. 31 

T 

B 

2.650  Dec. 31 

J 2 

2,650 

Interest  expenses 

-28- 

1926 

1926 

Dec. 31 

T 

B 

600  Dec. 31 

J 2 

660 

r 2 

60 

' 660 

660 

Loss  from  Bad  Debts 

—29— 

1926 

1926 

Dec .31 

r l 

225  Deo. 31 

J 2 

225 

Interest  Receivable  Accrued 

-30- 

1926 

Dec.  31 


J 1 


50 


. 
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Depreciation  of  Equipment  -31- 


1926 

Deo. 

. 

31 

- 

1926 

J 1 1,200  ^ec.31 

11 

J 2 

1,200 

Interest  Payable  Acer 

ued 

-32- 

1926 

Deo. 31 

J 2 

60 

Rent  Payable  Accrued 

-33- 

1926 

Dec. 31 

J 2 

250 

Salaries  & Wages  Accrued  -34- 


1926 
Dec. 31 

J 2 

140 

Expenses  Accrued 

1926 
Dec. 31 

-35* 

J 2 

50 

Profit  & Loss 

-36- 

1926 

1926 

Deo. 31  J 2 

25,790  ^ec.31  J 

2 32,300 

31  2 

3,535  31 

2 3,100 

31  2 

6,075 

Htcz  Af\t S 

ri  f:  a r\r\ 

35,406  35,466 


, 
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3.  Boston  wholesale  Co, 


Adjusted  Trial  Balance,  December  31,  1926 


1 

Cash 

5,000 

2 

Notes  Receivable 

5,000 

3 

Accounts  Receivable 

24,500 

4 

Reserve  for  Bad  Debts 

1,225 

5 

Inventory 

30,500 

6 

Equipment 

12,000 

7 

Reserve  for  Depreciation 

3,200 

8 

supplies  on  Hand 

350 

9 

Unexpired  Insurance 

900 

10 

Notes  Payable 

8,000 

11 

Accounts  Payable 

21,300 

12 

R.  Williams  - Capital 

20,000 

13 

R.  Williams  - Personal 

3,000 

14 

Y.m.  Penn  - Capital 

15,000 

15 

V-m.  Penn  - Personal 

2,000 

16 

Sales 

247,500 

17 

Sales  Returns  & All >wances 

2,500 

18 

Purchases 

203,800 

19 

Purchases  Returns  E Allowances 

1,500 

20 

Freight  In 

2,400 

21 

Salaries  & Wages 

7,640 

22 

Selling  Expenses 

6,400 

23 

Rent 

6,000 

24 

General  Expenses 

4,550 

25 

Purchases  Discounts 

2,800 

26 

Interest  Income 

300 

27 

Sales  Discounts 

2,650 

28 

Interest  Expenses 

660 

29 

Loss  from  Bad  Debts 

225 

30 

Interest  Receivable  Accrued 

50 

31 

Depreciation  of  equipment 

1,200 

32 

Interest  Payable  Accrued 

60 

33 

Rent  Payable  Accrued 

250 

34 

salaries  & Wages  Accrued 

140 

35 

-xpenses  Accrued 

50 

rt  o 1 rxoc  7<n  riot 

321,52$  '32l';%25 


* 


. 


- 
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4.  Boston  wholesale  Co. 

Balsm£e__She^  51,  1926  


Assets 


Current  Assets: 

Cash 

Notes  Receivable 

Accounts  Receivable  24,500 

Less-Reserve  for  Bad  Debts  1,225 

Interest  Receivable  Accrued 
Inventory 
Fixed  Assets: 

Equipment 

Less-Reserve  for  Depreciation 
Deferred  Charges: 

Unexpired  Insurance 
Supplies  on  Hand 
Total  Assets 


5,000 

5,000 

23,275 

50 

22,500  55,825 

12,000 

3,200  8,800 

900 

550  1,250 


Liabilities  ..  Capital 


65,875 


Current  Liabilities: 

Notes  Payable 
Accounts  Payable 
Rent  Payable  Accrued 
Salaries  & kages  Accrued 
Interest  Payable  Accrued 
expenses  accrued 
Total  Liabilities 
Capital: 

R.  williams  - Capital 

Add-£  Profit  for  the  Year  3,037.50 
Less-Personal  3.000. 

Am.  Penn-Capital 

Add-£  Profit  for  the  Year  3,037.50 
Less-Personal  2,000 

Total  Liabilities  Capital 


8,000 

21,300 

250 

140 

60 

50 

29,800 

20,000 

37.50  20,037.50 
i5,m — 

1,037.50  16,037.50  36,075 
— $5 7575 


* 


. 
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5.  Boston  wholesale  Co, 
Profit  Loss  otatea^nt  for  the  Tear  ^ndi] 


1926 


Sales 

247,500 

Less-oales  Returns  & Allowances 

2,500 

245,000 

Deduct-Cost  of  Sales: 

Inventory,  January  1,  1926 

30,500 

Purchases  203,800 

Less-Purchases  Returns  & 

Allowances  1.500 

202,300 

Freight  In 

2,400 

235,200 

i-ess-Inventory,  December  31,  1926 

22,500 

212,700 

Gross  Profit 

— “SOur 

Deduct-Cperating  Expenses: 

Salaries  & wages 

7,640 

celling  Expenses 

6,400 

Rent 

6,000 

Depreciation  of  equipment 

1,200 

General  expenses 

4,550 

25,790 

Net  Operating  Profit 

— 

Add-Other  Income: 

Purchases  Discounts 

2,800 

Interest  Income 

300 

3 , 100 

Total  Income 



Deduct-Other  Charges: 

Sales  Discounts 

2,650 

Interest  Expenses 

660 

Loss  from  Bad  Debts 

225 

3,535 

Net  Profit 

— itcTO 

R.  Williams  J- 

3,037. 

50 

».m.  Penn  J 

3,037. 

50  6,075 

■ 


■ 


lao 


6.  Closing  entries,  December  31,  1926 

-1- 

16 

oales 

2,500 

17 

^ales  Returns  & Allowances 

To  close  sales  returns  and  allowances 
into  sales. 

-31- 

2,500 

19 

Purchases  Returns  & Allowances 

1,500 

18 

Purchases 

To  close  purchases  returns  and 
allowances  into  purchases 

-31- 

1,500 

18 

Pur chases 

2,400 

20 

freight  In 

To  close  freight  on  purchases  into 
purchases. 

-31- 

2,400 

18 

Purchases 

30,500 

5 

Inventory 

To  close  the  inventory  at  January  1, 
1926  into  purchases 

-31- 

30,500 

5 

Inventory 

22,500 

18 

Purchases 

To  bring  onto  the  books  the 

inventory  at  December  31,  1926 

-31- 

22,500 

16 

oales 

212,700 

18 

Purchases 

To  close  the  cost  of  sales  for 

212,700 

the  year  into  sales: 

Inventory  1/1/26  30,500 

Purchases  203,800 

Less-Bet.  & 

All.  1,500  202,300 

freight  In  2,400 

Total  Goods  btocked  235,200 

Less-Inventory  12/31/26  22,500 
Cost  of  Sales  2l2,frQ0 


. 


C- 

■ 


■ 


16 

36 

36 

21 

22 

23 

31 

24 

25 

26 

36 

36 

27 

28 

29 

36 

13 

15 
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Closing  Entries,  December  31,  1926 


2- 


Sales 

Profit  & Loss 

To  close  the  gross  profit  into  pfofit 
and  loss: 

Sales  247,500 

Less-Ret.  & All,  2,500  245,000 

212,700 


32,300 


Cost  of  Sales 


Gross  Profit 


32 ,50Q 


32,300 


-31- 


Profit  & Loss 

Salaries  & wages 
Selling  Expenses 
Rent 

Depreciation  of  Equipment 
General  Expenses 

To  close  the  operating  expenses  into 
profit  and  loss. 


25,790 


7,640 

6,400 

6,000 

1,200 

4,550 


-31- 


Purchases  Discounts 
Interest  Income 
Profit  Sc  Loss 

To  close  the  other  income  accounts  into 
pfofit  and  loss. 


2,300 

300 


3,100 


-31- 


Profit  & Loss  3,535 

Sales  Discounts 
Interest  expenses 
Loss  from  Bad  Debts 

To  close  the  other  charge  accounts  into 
profit  and  loss 

-31- 

Profit  & Loss  6,075 

R.  williams  - Personal 
«m.  Penn-Personal 

To  close  the  net  profit  for  the  year  into 
the  partners’  personal  accounts 
Net  Profit  ‘ 6. 075 

b to  R.  Williams  3,037.50 
b to  wm.  Penn  3,037.50  6,075 


2,650 

660 

225 


3,037.50 

3,037.50 
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8.  Boston  Wholesale  Co. 


Post-Cl jsing  Trial  balance, 

December  31,  1926 

vash 

5,000 

Notes  Receivable 

5,000 

Accounts  Receivable 

24,500 

Reserve  for  3ad  Debts 

1,225 

Inventory 

22,500 

Equipment 

12,000 

Reserve  for  Depreciation 

3,200 

Supplies  on  Hand 

350 

unexpired  Insurance 

900 

Notes  Payable 

8,000 

Accounts  Payable 

21,300 

R.  Williams-Capital 

20,000 

R.  Williams-Personal 

37.50 

»Vm.  Penn-Capital 

15,000 

Wm.  Penn-Personal 

1,037.50 

Interest  Receivable  Accrued 

50 

Interest  Payable  Accrued 

60 

Rent  Payable  Accrued 

250 

Salaries  5c  Wages  Accrued  ‘ 

140 

expenses  Accrued 

50 

76,366  ' 

*76,306 
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CHAPTER  XII 
CONTROL  ACCOUNTS 


1.  Necessity  of  Control  Accounts, 

So  long  as  a business  conducts  its  operation  on  a cash  basis,  one 
journal  and  one  ledger  as  the  only  books  of  record  will,  in  many 
— cases,  be  adequate.  The  average  concern,  however,  conducts  its 
business  partly  or  wholly  on  a credit  basis.  Here  the  number  of 
customers  may  run  into  thousands  and  in  order  to  keep  an  accurate  re- 
cord with  each  customer,  individual  accounts  must  be  kept  v^ith  them. 

—It  would  make  a very  bulky  ledger  if  all  the  accounts  of  a concern 
were  kept  in  single  book.  Not  more  than  one  person  could  work  on 
a single  book  at  the  same  time.  TTeparing  of  monthly  trial  balances 
would  be  considerably  delayed  because  of  the  amount  of  work  involved. 

If  a mistake  is  made,  it  would  necessitate  checking  of  every  account. 
Monthly  statements  could  not  be  sent  to  customers  promptly  at  the 
close  of  each  month.  Current  information  about  their  accounts  could 
—-be  given  to  customers  only  with  considerable  dif f iculty^  and  the 

possibility  of  the  information  being  inaccurate  will  be  ever  present. 
Most  of  the  above  points  will  apply  with  equal  force  to  creditors 
accounts  when  they  are  numerous  and  kept  in  one  ledger  with  other 
aocounts. 

Control  accounts  will  generally  eliminate  all  of  the  difficulties 
which  would  be  present  when  customers,  creditors,  and  other  accounts 
are  kept  in  one  ledger.  If  customers  and  creditors  accounts  are  re- 
moved from  the  main  or  general  ledger,  much  of  the  detail  work  would 
likewise  be  removed  from  this  ledger.  oepsi|ate  ledgers  could  be  kept 
for  customers  and  creditors.  Of  course  if  Individual  customers  and 
creditors  accounts  are  removed  from  the  main  ledger,  it  would  be  out 
of  equilibrium  or  balance  unless  some  other  accounts  will  take  their 
place.  The  debit-credit  equation  will  be  restored  by  opening  two 
control  or  collective  accounts.  These  two  accounts  would  receive 
-all  debits  and  oredits  in  totals  instead  of  in  detail,  as  is  the  case 
• with  the  individual  accounts. 

Accounts  receivable  control  ¥«ill  replace  the  individual  customers* 
—accounts, and  accounts  payable  control  will  replace  the  individual 
creditors*  accounts.  As  the  name  implies,  a control  account  is  an 
account  kept  in  total  in  one  ledger  to  control  individual  accounts 
kept  in  detail  in  another  ledger  or  place. 

2.  Function  of  Control  Accounts. 

Fundamentally  the  function  of  control  accounts  considered  here  is 
substantially  like  that  of  the  customer’s  and  creditor’s  accounts. 

1.  The  purpose  of  Accounts  Receivable  control  account  is  to  keep 
in  the  general  ledger  a summarized  record  of  all  transactions  involv- 
ing  customers ,and  in  order  to  control  the  Individual  accounts  with 
customers  kept  in  a subsidiary  ledger,  book,  earns,  or  sheets. 

2.  It  is  debited  for: 

(a)  The  sales  price  of  merchandise  sold  to  customers  on  account. 
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(b)  Freight  charges  paid  by  the  concern  for  customers  on  goods 
sold  f.o.b.  shipping  point  or  factory.  In  each  of  these  cases, 
customers  will  re-imburse  the  concern  for  such  frei^it  items  or  bills. 

(o)  Notes  dishonored  by  customers  at  maturity.  These  include 
notes  receivable  on  hand  and  those  discounted  or  otherwise  negotiated 
or  transferred. 

(d)  Checks  credited  to  customers  when  received;  but  were  sub- 
sequently returned  by  the  bank  for  insufficient  fund$  no  funds;  account 
dosed,  stopped  payment,  or  any  other  reason  which  prevents  the  concern 
from  obtaining  cash  on  such  checks. 

(e)  Any  money  refunded  to  customers  who  overpaid  their  accounts 
and  are  not  willing  to  offset  the  overpayment  from  subsequent  trans- 
actions. 

(f)  Correction  of  bills  for  undercharges.  Debits  of  this  sort 
will  arise  when  customers  were  billed  for  less  than  the  sales  price 
of  goods  sold  them. 

(g)  Any  adjustment  or  correction  which  will  increase  the  balance 
of  the  account. 

3.  The  account  is  credited  for: 

(a)  Cash,  checks,  bank  drafts,  money  orders, and  any  other 
negotiable  instrument  which  is  generally  accepted  as  money. 

(b)  Notes,  drafts,  trade  acceptances,  and  other  negotiable  in- 
struments not  accepted  as  money. 

(c)  L'erchandise  returned  by  customers. 

(d)  Allowances  made  to  customers  by  the  firm. 

(e)  Discounts,  including  cash  and  trade  discounts  allowed  to 
customers. 

(f)  Correction  of  bills  for  overcharges.  This  will  arise  when 
original  bills  were  overstated. 

(g)  Accounts  or  amounts  written  off  when  determined  to  be  un- 
collectible. 

(h)  Any  adjustment  which  will  decrease  the  balance  of  the  account. 

4.  xhe  balance  of  the  control  acoount  is  always  a debit  and 
represents  the  total  amount  due  from  customers. 

5.  It  is  listed  as  a current  asset  on  the  balance  sheet  next  to 
notes  receivable. 

For  the  valuation  of  the  accounts  receivable,  reference  may  be 
made  to  Chapter  VII,  Section  5.  Valuation  principles  viould  be  the 
same  -whether  applied  to  one  customer  or  one  thousand  or  more. 

It  may  be  mentioned  here  that  when  the  number  of  customers  is  so 
large  that  it  would  require  a book  too  bulky  to  handle  or  more  than 
one  book  is  used^more  than  one  control  account  must  be  used  for 
customers.  Alphabetical  subdivisions  may  be  made, or  they  may  be  sub- 
divided according  to  districts,  states,  or  divisions.  If  alphabetic- 
ally  arranged,  an  account  may  control  customers  A to  L inclusive  and 
another  account  to  control  customers  M through  2*.  The  number  of  con- 
trol accounts  and  methods  of  controlling  customers*  accounts  depend? 
on  the  size  territory  covered,  and  nature  of  business. 

1.  The  purpose  of  the  Accounts  Payable  control  account  is  to 
keep  ander  one  heading  all  items  involving  transactions  with  creditors 
and  to  control  individual  accounts  kept  in  another  ledger  or  subsidi- 
ary book  of  accounts. 
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2.  It  is  credited  for: 

(a)  Invoice  price  of  merchandise  purchased  or  amount  of 
expense  bills  unpaid. 

(b)  Freight  or  other  charges  paid  by  creditors  for  the  con- 
cern. These  charges  will  be  reimbursed  by  the  firm. 

(cj  For  overpayments  returned  by  the  creditors  to  the  con- 
cern. 

(d)  Corrections  of  invoices  for  undercharges.  This  will 
result  from  understated  invoices. 

(e)  Adjustments  which  will  increase  the  balance  of  the 

account. 

3.  The  account  is  debited  for: 

(a)  Cash  and  money  equivalent  given  to  creditors  in  pay- 
ment of  their  accounts. 

(b)  Notes,  drafts,  trade  acceptances,  and  other  negotiable 
instruments  not  classed  as  cash  when  issued. 

(c)  Merchandise  returned  to  creditors. 

(d)  Allowances  made  by  creditors  to  the  concern. 

(e)  Both  cash  and  trade  discounts  allowed  the  firm  by 
creditors. 

(f)  Decreases  of  overstated  invoices. 

(g)  Adjustments  made  to  decrease  the  balance  of  the  account. 

4.  The  balance  of  the  account  is  always  a credit  and  represents 
the  total  amount  owed  creditors. 

5.  It  is  listed  on  the  balance  sheet  as  a current  liability 
next  to  notes  payable. 

3.  Necessity  for  Subsidiary  Ledgers. 

Ledgers  wherein  individual  customers*  and  creditors*  accounts 
are  kept  are  called  subsidiary  ledgers.  They  are  used  to  relieve 
the  general  ledger  of  detail  accounts  which  can  be  kept  more  con- 
veniently on  separate  ledgers.  A proper  division  of  the  office 
labor  is  possible  only  when  the  accounting  system  is  so  organized 
that  certain  parts  of  it  can  be  assigned  to  different  individuals. 

The  bookkeeping  work  of  a concern  can  be  kept  up  to  date.  If  a 
^ clerk,,  who  is  especially  fitted*  works  on  the  customers*  ledger^  and 
another  equally  well  qualified  records  all  transactions  involving 
creditors.  Information  regarding  customers  and  creditors  can  be 
more  quickly  and  accurately. 

Subsidiary  ledgers  can  be  kept  for  any  group  of  related  accounts 
whose  presence  in  the  general  ledger  would  be  a hindrance  instead  of 
a help.  For  example  a subsidiary  ledger  may  be  kept  for  operating 
expenses.  Detailed  accounts  would  be  replaced  by  an  expense  ledger 
control  account  kept  in  the  general  ledger.  Large  concerns  may  keep 
a control  account  for  each  class  of  expenses  with  a subsidiary  ledger 
to  correspond  with  each  control. 

As  a general  rule,  the  work  involved  in  locating  errors  is  re- 
— duced  in  direct  proportion  to  an  increase  in  the  number  of  control 
accounts  and  subsidiary  ledgers  and  records.  If  only  one  control 
account  is  kept  for  five  thousand  customers,  an  error  made  in  any 
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customer’s  account  might  necessitate  the  checking  of  the  entire 
ledger.  On  the  other  hand  if  five  subsidiary  ledgers  were  kept  for 
the  same  concern,  the  error  would  appear  in  one  of  the  ledgers  and 
only  that  ledger  would  need  to  be  checked.  Time  and  expense  will 
be  saved  as  a result. 

4.  Subdivision  of  Labor  and  Internal  Check. 

The  most  constructive  device  in  the  establishment  of  an  efficient 
subdivision  of  the  office  labor  and  internal  check  is  the  special 
column.  Columns  will  facilitate  the  control  over  each  subdivision 
-of  labor,  and  at  the  same  time  place  the  responsibility  on  the  proper 
person.  Information  for  each  subdivision  will  be  collected  by  means 
of  columns.  Usually  two  columns  are  necessary  for  each  subdivision. 
One  column  will  collect  all  debits  and  another  collect  credits. 

Office  standards  can  be  set  and  maintained  only  ?<hen  the  work  for 
each  employee  is  properly  subdivided  and  defined.  Less  friction  and 
dissatisfaction  will  result  where  each  employee  knows  the  exact 
amount  and  quality  of  work  expected  of  him.  Here  responsibilities 
cannot  easily  be  shifted. 

The  introduction  of  control  accounts  and  subsidiary  ledgers  will 
enable  a concern  to  establish  reliable  internal  checks.  An  internal 
cheok  consists  in  so  subdividing  the  labor  that  the  work  of  one  em- 
ployee will  be  automatically  checked  or  completed  by  the  work  of 
another  employee.  For  instance,  the  employee  who  handles  cash  re- 
ceipts should  not  handle  cash  payments;  he  7<ho  handles  merchandise 
received  should  not  handle  the  accounts  payable  ledger;  he  who 
handles  collections  should  not  handle  customers’  accounts  nor  make 
entries  in  the  journal.  In  short  the  work  should  be  so  arranged 
that  the  commission  of  any  fraud  or  misappropriation  will  require 
the  collusion  of  two  or  more  employees  before  it  can  be  effective. 

— Likewise, mistakes  made  by  one  employee  will  be  detected  by  another 
employee  without  spending  any  additional  time. 

5.  Opening  of  Control  Accounts. 

Control  accounts  are  introduced  by  transferring  the  individual 
accounts  from  the  general  ledger  to  the  subsidiary  ledgers.  The 
accounts  receivable  control  is  opened  in  the  general  ledger  to  re- 
place individual  customers’  accounts.  Similarly,  accounts  payable 
control  will  replace  individual  creditors’  accounts  in  the  general 
ledger.  Of  course  this  is  done  by  preparing  journal  entries  there- 
for. 


Before  introducing  control  accounts  the  individual  accounts  must 
be  proved  and  a schedule  or  list  of  customers’  and  another  schedule 
of  creditors’  accounts  must  be  prepared.  The  best  time  for  this  is 
the  end  of  the  month  when  a trial  balance  is  prepared.  Aft-er  the 
—accounts  have  been  duly  proved, an  entry  is  made  in  the  journal  as 
follows : 

Accounts  Receivable  xxxx 

Individual  Customers’  Accounts  xxxx 

Accounts  are  listed  here  to  correspond 
with  customers’  accounts. 

The  debit  is  posted  to  the  Accounts  Receivable  just  opened  in  the 
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general  ledger.  Individual  credit  items  are  posted  also  to  the 
general  ledger  to  the  credit  of  the  corresponding  accounts.  At  the 
same  time,  individual  customers’  accounts  are  transferred  to  the 
debit  side  of  the  proper  accounts  in  the  customers’  leager*  Old 
customers’  accounts  in  the  general  ledger  are  all  balanced  off.  It 
is  necessary  to  close  every  customer’s  account  in  order  to  keep  the 
general  ledger  clear. 

An  accounts  payable  control  is  introduced  in  the  same  manner. 

The  following  entry  will  open  the  account : 

Individual  Creditors  Accounts  xxxx 

Accounts  Payable  xxxx 

Individual  accounts  are  listed 
as  debits  to  correspond  with  the 
creditors’  accounts  in  the  general 
ledger. 

As  the  entry  indicates,  individual  accounts  are  posted  to  the  debit 
side  of  creditors’  accounts  in  the  general  ledger.  The  credit  is 
posted  to  the  accounts  Payable  account  in  the  general  ledger  just 
introduced  for  this  purpose.  Simultaneously,  individual  accounts 
are  opened  in  the  creditors’  ledger  and  the  amount  due  eac$r  creditor 
as  shown  by  the  entry  is  transferred  to  the  credit  side  of  the  same 
accounts.  Creditors*  accounts  in  the  general  ledger  may  now  be 
closed. 

6.  Operation  of  Control  Accounts. 

The  operation  of  control  accounts  is  very  simple  provided  their 
functions  are  clearly  understood.  Except  within  periods,  control 
accounts  will  always  agree  with  the  total  of  the  individual  accounts 
kept  in  subsidiary  ledgers,  whether  in  total  or  in  detail,  for 
every  debit  to  the  control  accounts  there  must  be  a debit  to  some 
Individual  accounts.  Conversely,  for  every  credit  to  the  control 
aocounts,  there  must  be  a debit  to  some  individual  account. 

Where  only  one  book  of  original  entry  is  used,  the  proper  opera- 
tion of  control  accounts  requires  that  an  Accounts  Receivable  column 
and  an  Accounts  Payable  column  be  introduced  in  the  journal  for 
credits. 

Current  entries  are  made  in  the  journal  in  the  usual  manner, 
except  that  every  item  which  affects  individual  customers  accounts 
is  entered  in  the  Accounts  Receivable  columns.  Items  which  affect 
individual  creditors’  aocounts  are  entered  in  the  Accounts  payable 
columns. 

The  posting  work  may  be  divided  into  daily  posting  and  monthly 
posting.  Individual  items  affecting  customers’  and  creditors* 
accounts  should  be  posted  daily  to  the  corresponding  subsidiary 
ledgers.  The  reason  for  this  is  that  an  up  to  date  record  must  be 
kept  with  all  persons  for  current  information.  Totals  of  control 
columns  need  not  be  posted  daily.  At  the  end  of  each  month,  the 
special  column  totals  are  posted  to  the  general  ledger  from  the 
posting  summary  as  explained  in  Chapter  IX,  Section  10. 

7.  Proving  Control  Accounts  at  ~nd  of  tlonth. 
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There  is  a presumption  that  if  the  trial  balance  proved  at  the 
end  of  each  month,  the  bookkeeping  work  is  mathematically  correct. 

In  so  far  as  the  general  ledger  work  is  concerned,  the  presumption 
is  correct;  but  the  correctness  of  the  general  ledger  trial  balance 
does  not  mean  that  the  subsidiary  ledgers  are  necessarily  also 
correct.  borne  of  the  items  might  have  been  omitted  in  posting  or 
any  other  error  might  have  been  committed  which  would  throw  the 
detail  aocounts  off  balance.  Therefore,  one  can  never  be  certain  of 
the  accuracy  of  the  work  until  the  detail  is  proved  with  the  control 
accounts. 


At  the  end  of  each  month  a list  of  customers*  balances  and  a 
list  of  creditors*  balances  should  be  prepared  and  the  totals  com- 
pared with  control  account  balances.  Some  customers*  accounts  may 
sjiow  credit  balances  at  the  end  of  some  months.  »*hen  this  condition 
exists,  the  debit  balances  of  the  customers*  accounts  will  exceed 
the  balance  of  the  Accounts  Receivable  control  to  the  extent  of  the 
I—  credit  balances.  However, if  after  the  credit  balances  have  been 
deducted  from  the  total  debits,  the  balance  proves  with  the  control 
account  balances,  the  work  may  be  assumed  to  be  correct.  If  the 
work  does  not  prove,  it  must  of  course  be  checked  in  order  to 
locate  the  difference,  accounts  payable  are  proved  with  the  control 
account  in  a similar  manner.  Any  debit  balances  shown  by  any 
credit or *s  account  must  be  deducted  from  the  total  credit  balances 
before  the  work  can  be  proved. 

8.  Adjusting  Control  Accounts. 

In  spite  of  all  precautions  that  may  be  taken,  mistakes  will  be 
made.  When  they  are  committed  every  possible  effort  should  be  made 
to  locate  the  errors.  Whether  they  are  located  or  not,  the  control 
accounts  must  be  adjusted  in  order  to  agree  with  the  detail  accounts. 
- borne  tirie^  adjustments  can  be  made  vdthout  journal  entries,  but  ex- 
perience seems  to  prove  that  the  journal  entry  method  is  more  re- 
liable. 


If  the  work  has  been  carefully  checked  and  statements  sent  to 
customers  have  been  accepted  as  correct,  it  must  be  assumed  that  the 
-individual  accounts  are  correct^and  the  control  account  must  be  in- 
creased or  decreased  in  order  to  make  it  agree  with  the  detail 
accounts.  The  adjusting  entry  would  be,  if  the  control  Is  short  - 

Accounts  Receivable  xxxx 

Suspense  Account  xxxx 

In  the  above  example,  it  is  assumed  that  the  ledger  is  in  balance. 

— If  the  ledger  was  not  in  balance., an  account  called  T,^d justment” 

— could  be  used  and  instead  of  posting  it,  it  would  be  checked  ('/) . 

The  balance  of  the  suspense  account  is  generally  cl  sed  into  profit 
and  loss  at  the  end  of  each  period.  An  adjustment  to  decrease  the 
control  account  can  similarly  be  made  as  follows: 

Suspense  Account  xxxx 

Accounts  Receivable  xxxx 

Accounts  Payable  control  may  be  adjusted  in  the  same  manner.  A 
credit  to  the  account  will  increase  and  a debit  will  decrease  the 
balance  of  the  control  account. 


■ 


. 


■ 


* 


. 


• 1 


.. 


. 


189 


Theoretically,  there  should  be  no  adjustments  made  to  adjust 
.control  accounts^  for  unlocated  errors,  but  in  practice  they  are 
sometimes  made.  Practice  will  generally  prevail  over  theory  when- 
ever the  application  of  the  theory  will  be  more  expensive.  For 
example,  there  may  be  unlocated  errors  amounting  to  only  a few 
dollars  in  a concern  whose  customers  number  fifteen  to  twenty 
thousand.  If  the  ordinary  tests  have  been  applied,  an  adjustment 
will  probably  be  made  if  the  difference  does  not  show  upy because 
the  expense  of  having  the  entire  work  examined  especially  by  an 
outsider  might  be  prohibitive.  A question  of  this  sort  will  often 
arise  when  the  bookkeeper  in  charge  had  left  or  been  discharged. 

9.  Problem  with  all  elements  Considered. 

In  order  to  understand  the  principles  in  this  chapter  better, 
the  following  proolem  ana  so iut ion  are  presented  for  study. 

v.illiam  Conant  begins  business  on  January  15,  1930  with  the 
following  assets  and  liabilities: 


Cash 

$1,000 

Accounts  Payable: 

Accounts  Receivable: 

Davis  & Co. 

2,000 

A.  Brown 

1,500 

mis  3ros. 

1,000 

R.  Chandler  & Co. 

500 

Vvm.  Conant -Capital 

5,000 

Merchandise 

5,000 

6.55a 

6, 600 

The  transactions  for 

the  remainder  of  the  month  are: 

January  17 

Merchandise  sold  for  cash  *1,200. 

Sold  on  account  to  A.  Brown  goods  for  *1,000. 

January  22 

Paid  Davis  & Co.  in  full  less  2%  discount. 

Purchased  on  account  from  Ellis  Bros.  *1,500. 

Sold  on  account  to  R.  Chandler  & Co.  goods  for  *800. 

January  25 

Collected  from  A.  Brown  *1,500  less  2%  discount. 
Purchased  goods  on  accountfrom  Davis  & Co.  <*.1,000. 
Cash  purchases  to  date  *100. 

Paid  cash  for  equipment  *800. 

January  28 

Received  30  day  note  from  R.  Chandler  & Co.  for  V5Q0. 
Issued  60  day  note  to  Ellis  Bros,  for  *1,000. 

January  31 

Sold  to  A.  Brown  on  account  merchandise  for  *700. 
Purchased  on  account  from  avis  & Co.  V1,2Q0. 
Collected  from  A.  Brown  si, 000  on  account. 

Paid  Davis  & Co.  *1,000  on  account. 

Paid  expenses  to  date  ^450. 
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Record  the  above  transactions  in  a 
explanations,  prepare  a general  ledger 
of  customers  and  creditors  balances  at 


special  journal  without 
trial  balance,  and  a list 
January  31,  1930. 
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debits 


January  15,  1930 

T ' ' EXPLANATION 


nr 


CREDITS 


23756' 


^ 23?50 


ACCTS 

ACCTS 

ACCTS 

ACCTS 

GEN. 

PAY. 

REC. 

LF 

LF 

REC. 

JAY. 

GEN. 

I 

T 

1000 

Cash  Davis  & Co 

2000 

1500 

A. Brown  Ellis  Brd>s. 

1000 

500 

R. Chandler  Am.Conant 

5000 

Inventory  Capital 

5000 

To  open  books 

17 

1200 

Cash  Sales 

1200 

1000 

A.Brown  Sales 

1000 

22 

2000 

Davis  & Co.  Cash 

1960 

Pur.Dis. 

40 

1500 

Purchases  Ellis  Bro. 

1500 

800 

R. Chandler  Sales 

800 

25 

1470 

Cash  A.Brown 

1500 

30 

: 

Sales  Dis. 

1000 

Purchases  Davis  &Co. 

1000 

100 

100 

Purchases  Cash 

800 

Equipment  Cash 

800 

28 

! 500 

1000 

Notes  Rec.  R. Chandler 
Ellis  Bro. Notes  lay. 

500 

1000 

31 

1200 

700 

A.3rown  Sales 

Purchases  Davis  &Co. 

1200 

700 

1000 

Cash  A.Brown 

1000 

1000 

Davis  & Co.  Cash 

1000 

450 

Expenses  Cash 

450 

15266 

4060  ‘ 

4500 

z' 

6666 

'Woo 

14656 

Posting  Summary 

4500 

Acc.Rec.  acc. Rec. 

3000 

4000 

Acc.Pay.  Acc. Pay. 

6700 

15250 

Gen.  Gen. 

14050 

I 

- 
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William  Conant 

Trial  Balance,  January  31,  1930 
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Cash 

360 

Notes  Receivable 

500 

Accounts  Receivable  (See  Schedule  I) 

1,500 

Inventory 

5,000 

Equipment 

800 

Notes  Payable 

1,000 

Accounts  Payable  (See  Schedule  II) 

2,700 

William  Conant  - Capital 

5,000 

Sales 

3,700 

Purchases 

3,800 

Expenses 

450 

Purchases  Discounts 

40 

Sales  Discounts 

30 

Schedule  I 

12,440 

127440 

List  of  Customers*  Accounts 

A.  Brown 

700 

R.  Chandler  & Co. 

800 

Total  (oee  Accounts  Receivable) 

Schedule  II 

T.IOT 

List  of  Creditors*  Accounts 

Davis  & Co. 

1,200 

Ellis  Bros. 

1,500 

Total  (See  Accounts  Payable) 

It  may  be  noted  here  that  the  problem  used  in  this  section 
-is  not  a practical  one,  but  it  is  presented  merely  to  illustrate 
the  introduction  of  control  accounts  without  the  use  of  special 
journals. 
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CHAPTi^R  XIII 

SPECIAL  JQtJRKi-.LS  AND  LZXG-dfcS 


1.  Purpose  of  Special  Journals. 

In  the  previous  chapter,  the  necessity  of  freeing  the  ledger  of 
detail  accounts  was  pointed  out.  the  same  time  special  or  sub- 
sidiary ledgers  were  incidentally  introduced.  This  chapter  will 
explain  further  the  classification  and  specialization  of  bookkeep- 
ing records. 

Although  additional  columns  may  be  provided  in  the  journal  for 
the  introduction  of  any  number  of  ledgers,  the  time  will  arrive  in 
the  progress  of  every  business  enterprise  when  one  journal  will  no 
longer  be  adequate  and  satisfactory.  With  the  increase  in  number 
of  transactions  of  each  individual  class,  the  necessity  for  special- 
ized journals  will  be  more  strongly  felt.  In  many  concerns, handling 
of  cash  transactions  only  may  require  the  entire  time  of  one  or  more 
individuals.  The  same  may  be  true  of  sales,  purchases,  expenses,  and 
general  transactions.  Therefore,  the  use  of  special  journals  will  in- 
crease the  efficiency  and  speed  up  the  office  work, and  at  the  same 
time  they  will  relieve  the  general  journals  of  all  detailed  and  class- 
ified records. 

.<ith  the  introduction  of  specialized  journals,  the  number  of 
-detail  postingi-will  be  greatly  reduced,  the  accounting  system  simpli- 
fied, and  greater  classification  of  records  will  be  possible.  Detail 
posting  will  be  reduced  because  individual  items  which  are  not 
necessary  for  the  effective  administration  of  a business  will  be 
posted  in  totals  at  end  of  each  month.  The  accounting  system  will 
be  simplified  because  most  of  the  special  journals  are  very  simple  to 
operate  and  require  no  technical  knowledge  on  the  part  of  the  clerks. 
Greater  classification  will  be  possible  for  the  reason  that  each  class 
or  related  group  of  transactions  may  be  recorded  in  a special  book 
or  journal. 

2.  Cash  Journals. 

Cash  journals  or  books  generally  are  first  introduced  in  a con- 
cern whose  system  is  expanded  with  the  growth  of  the  business.  As 
the  names  imply,  cash  books  are  used  to  record  all  kinds  of  trans- 
actions involving  cash.  ;.'any  of  the  smaller  concerns  use  only  one 
book  to  record  both  cash  receipts  and  disbursements.  The  use  of  one 
book  will  be  satisfactory  so  long  as  the  number  of  receipts  does  not 
—greatly  exceed  the  number  of  payments  or  vide  versa.  For  instance, 
—there  may  be  five  hundred  receipts  and  fifty  payments  in  one  month, 
and  four  hundred  fifty  lines  or  about  ten  pages  would  be  wasted  as  a 
result.  The  reason  for  this  is  that  receipts  and  disbursements  are 
recorded  on  opposite  pages  and  as  one  page  is  filled,  totals  of  both 
pages  must  be  forwarded  to  the  ne~t  two  pages.  For  purposes  of  this 
—work  only  the  single  book  idea  will  be  used  and  illustrated, because 
no  difficulty  will  ever  arise  in  the  use  of  separate  journals  for 
receipts  and  disbursements  that  will  not  arise  with  the  use  of  one 
book. 


uhere  one  journal  is  used  for  receipts  and  payments,  the  first 
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page  of  the  book  will  never  be  used.  Beginning  with  second  and 
third  pages,  the  receipts  will  be  recorded  on  the  left  hand  page  and 
disbursements  on  the  right  hand  page.  Even  numbered  pages  are  used 
for  receipts  and  odd  numbered  pages  are  used  to  record  payments.  The 
number  of  columns  on  each  page  will  vary  according  to  the  circum- 
stances in  each  individual  case.  Receipts  and  disbursements  pages 
may  have  the  same  number  of  columns  or  they  may  vary.  However,  the 
principles  ?;ill  be  the  same  in  all  cases.  The  four  column  cash  book 
is,  perhaps,  the  most  widely  used  and  contains  columns  for  - 

1.  Actual  cash  received  and  paid. 

2.  Discounts  given  and  received. 

3.  Individual  customers*  and  creditors*  accounts. 

4.  Miscellaneous  or  general  debits  and  credits. 

A four  column  cash  book  is  illustrated  below. 


Date  Accounts  Credited 


Cash  Receipts  for  month  of 


JULY 


1930 


1 J. Arthur 

2 C.  Bliss 

5 Notes  Payable 

6 Notes  Receivable 


explanation  LF 


Debil 


T 


—4 


Interest  Income 
Cash 

Sales  Discounts 
* Interest  Expenses 
Total 

Accts. Receivable 
General 

Balance,  July  1,  1930 


Bill  6/1/30 
less  2%  - 

On  account 
90  days  disc 
with  90  days 
int . 

90  days  int. 


Net  CasJ 


1960 

1000 

3940 


sal.Dis.Acc.Re 


1015 

ms- 


1250 


40 

♦ 60 


2000 

1000 


60 

TUT 


3000 


5015 


Left  Hand  Page 


. 


■ 


* 

. 


. 


. 


195 


Cash  Disbursements  for  MONTH  of  JULY  1950 


- — r 

Date  Accounts  Debited 

Explanation 

LF 

~~ — i 

Ck 

No 

Credits 

pnr:— ~ :t-= — 

Debj 

Its 

Net  Cash  Pur.Dii 

3.  Acc.Pa: 

r cen 

3 Jones  & Co. 

Inv.of 

5/25/30-1/S 

1 

1782 

18 

1800 

4 J.C. Lewis 

On  account 

2 

500 

500 

7 Notes  Payable 

Pd. note  and 

3 

1515 

1500 

lint.  Expenses 

60  days  int. 

- 

15 

8 Salaries 

Payroll 

4 

500 

500 

Cash 

4297 

. 

Purchases  Discounts 

18 

Accounts  Payable 

2305 

General 

2015 

Balance , July  31 

, 1930 

4868 

“9X65 

Right 

Hand  Page 

The  following  are  the  transactions  used  in  the  above  cash  book: 

1.  Received  from  J.  Arthur  32 ,000  less  2%  for  bill  of  6/1/30 

2.  Received  from  C.  Bliss  on  account  31,000 

3.  Paid  Jones  & Co.  vl>Q00  less  Vp  for  invoice  of  5/25/30 

4.  Paid  J.  C.  Lewis  3500  on  account 

5.  Discounted  90  day  note  for  v4,000 

6.  Received  check  for  31,000  note  and  90  days  interest 

7.  Paid  note  for  31,500  and  60  days  interest 

8.  Paid  salaries  3500 

9.  Cash  balance  on  July  1,  1930,  31,250 

Cash  receipts  side  or  left  hand  page  of  the  cash  book  is  posted  as 

follows : 

1.  The  individual  items  in  the  net  cash  colomn  are  not  posted. 

2.  Individual  items  in  the  sales  discounts  column  are  not 

posted. 

3.  The  individual  items  in  the  accounts  receivable  column 
are  posted  daily  to  credit  side  of  the  corresponding  accounts  in  the 
accounts  receivable,  customers fyor  sales  ledger. 

4.  Individual  items  in  the  general  column  are  posted  daily 
to  corresponding  accounts  in  the  general  ledger. 

5.  Cash  column  total  or  37,915  is  posted  as  a debit  to  cash 
in  the  general  ledger. 

6.  The  total  shown  by  sales  discount  column  is  posted  to 
debit  side  of  that  account  in  the  general  ledger  provided  no  starred 
items  appear  therein.  If  starred  items  appear  in  the  column,  the  total 
must  be  first  analyzed  into  interest  expenses  and  true  sales  discounts, 
and  the  total  of  each  posted  to  the  debit  of  corresponding  account  in 
the  general  ledger.  This  is  shown  in  the  example  given. 

7.  The  total  accounts  receivable  or  ^3,000  is  posted  to  the 
credit  of  that  account  in  the  general  ledger. 

8.  Total  shown  in  general  column  or  ^5,015  is  not  posted  but 
it  is  checked  {/' ) because  the  detail  has  been  posted  daily. 

Cash  disbursements  or  right  hand  side  of  the  cash  book  is  posted 
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as  shown  below. 

1.  Individual  items  in  cash  column  are  not  posted. 

2.  Individual  items  in  purchases  discounts  column  are  not 

posted. 

3.  The  individual  items  in  accounts  payable  column  are  posted 
daily  to  the  debit  side  of  corresponding  acoounts  in  the  creditors* 
or  purchases  ledger. 

4.  Individual  items  in  the  general  column  are  not  posted. 

5.  The  total  cash  or  „i4,297  is  posted  at  end  of  the  month  to 
the  oredit  of  that  account  in  the  general  ledger. 

6.  Total  purchases  discounts  is  posted  to  the  credit  of 
corresponding  account  in  the  general  ledger. 

7.  Accounts  payable  total  or  ,£2,300  is  posted  to  the  debit 
of  that  account  in  the  general  ledger. 

8.  General  column  total  is  not  posted  but  it  is  checked  (✓) 
because  individual  items  were  posted  daily. 

The  point  which  should  be  kept  clearly  in  mind  in  connection 
with  the  handling  of  the  cash  book  is  that  all  individual  items 
^ which  are  posted  at  all  should  be  posted  dailjr,  and  all  totals  are 
posted  at  the  end  of  each  month. 

At  this  stage  of  the  work,  the  handling  of  cash  sales  should  be 
explained.  Theoretically,  a cash  sales  account  should  be  kept,  but 
it  is  seldom  kept  in  practice.  The  reason  for  this  is  that  the 
account  will  never  show  any  balance  and  time  spent  in  posting  debits 
and  credits  would  actually  be  wasted.  Therefore,  both  debits  and 
credits  are  checked  wherever  found. 

Individual  cash  sales  items  on  the  cash  book  are,  of  course, 
entered  in  the  net  cash  column  and  are  also  entered  either  in 
accounts  receivable  or  general  column.  If  they  are  entered  in  the 
aocounts  receivable  column,  no  special  problem  will  arise  therewith; 
but  if  they  are  entered  in  the  general  column,  cash  sales  must  be 
separated  from  charge  sales  on  the  sales  book  or  journal.  In  the 
former  method,  cash  and  charge  sales  may  be  entered  in  the  same 
column  in  the  sales  book.  At  the  end  of  each  month  accounts  re- 
ceivable total  in  the  cash  book  and  total  accounts  receivable  in 
the  sales  book  will  include  the  same  amount  of  cash  sales  and 
thereby  offset  each  other.  There  will  be  a debit  from  the  sales 
book  and  a credit  from  the  cash  book  posted  with  the  accounts 
receivable  totals  which  will  not  affect  the  balance  of  the  accounts 
receivable  at  any  time. 

Cash  purchases  should  be  handled  like  cash  sales  in  order  to 
follow  a uniform  procedure.  Uniformity  in  bookkeeping  will  often 
prevent  mistakes  and  speed  up  the  office  work.  Cash  purchases,  to 
repeat,  are  entered  in  aocounts  payable  column  in  cash  payment  side 
of  the  cash  book  and  included  with  the  total  sales  in  the  sales 
-book, and  posted  as  if  they  were  purchases  on  account.  Individual 
cash  items  are  both,  of  course,  checked  in  the  cash  book  and 
purchases  book. 

In  addition  to  the  cash  book  just  explained,  the  average  concern 
generally  makes  use  of  some  "petty  cash  journal  or  book".  Chiefly 
the  purpose  of  this  journal  is  to  keep  a classified  record  of  small 
payments.  ell  organized  concerns  make  all  payments  by  checks  and 
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deposit  receipts  intact  each  day.  It  would  be  impractical,  however, 
to  issue  checks  for  very  small  amounts.  For  this  reason  a petty 
cash  fund  is  established.  In  turn,  it  serves  as  a safeguard  on 
petty  expenses,  simplifies  the  keeping  of  general  cash  book,  and 
insures  a proper  distribution  and  classification  of  small  disburse- 
ments. 

A petty  fund  is  created  by  drawing  a check  to  the  order  of  "petty 
Cash"  for  a fixed  amount  estimated  to  cover  petty  expenses  for  a 
certain  period.  At  the  same  time  an  account  for  petty  oash  is  opened 
in  the  general  ledger  and  the  amount  of  the  check  is  posted  thereto. 
The  check  thus  drawn  is  plaoed  in  a petty  cash  drawer  in  order  to 
prevent  any  mingling  with  the  general  cash,  A petty  cash  clerk 
generally  handles  the  fund.  Much  depends,  however,  on  the  circum- 
stances in  each  case  and  on  the  person  who  handles  the  petty  cash. 

A usual  method  is  to  provide  petty  cash  vouchers  wherein  all  dis- 
bursements from  this  fund  are  recorded  as  soon  as  made.  In  this 
connection,  persons  receiving  money  will  be  required  to  sign  vouchers 
which  will  constitute  proper  receipts  of  amounts  disbursed. 

If  the  number  of  petty  cash  vouchers  used  daily  is  large,  a petty 
cash  book  should  be  used.  At  the  eni  of  each  day  petty  vouchers  are 
sorted  by  olasses  of  expenses  and  one  entry  made  in  the  petty  cash 
book  showing  the  proper  distribution  of  petty  expenses  for  that  day. 
As  a precaution  the  fund  should  be  proved  daily.  This  is  done  by 
adding  the  total  disbur semen ts  to  the  balance  on  hand.  The  two 
amounts  thus  added  must,  of  course,  equal  the  original  fund.  „hen 
r-the  fund  becomes  very  low,  a check  is  drawn  to  replenish  it  and  the 
proper  entry  made  therefor  thus  — 

Petty  Cash  xxx 

Cash  xxx 


At  end  of  each  month,  the  petty  cash  is  replenished  so  that  the 
original  amount  will  always  appear  in  the  trial  balance.  This 
practice  will  also  save  posting  to  petty  cash  account,  because  the 
total  amount  of  checks  drawn  during  the  month  will  agree  with  petty 
expenses  for  that  month.  A check  mark  should  be  placed  against  each 
petty  cash  entry  in  the  cash  book  and  in  petty  cash  book.  To 
illustrate,  suppose  that  the  following  entries  were  made  in  the  oash 
book  and  in  petty  cash  book  during  a certain  month  — 


Cash  Book 


Petty  oash 
Cash 

Petty  Cash 
Cash 


50 

75 


50 

75 


Petty  Cash  Book 

Postage 

Telegrams 

Supplies 

Miscellaneous  Expenses 
Petty  Cash 


25 

10 

50 

40 


125 


"Petty  Cash"  entries  may  be  checked  as  shown  above, thereby  leav- 
ing as  the  final  result  expense  accounts  as  debits  and  cash  as  credits 
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to  be  posted  to  the  ledger, 

•■here  the  petty  cash  vouchers  used  are  not  many,  instead  of  a 
petty  cash  book,  a "petty  cash  analysis  sheet”  may  be  used  at  the 
end  of  each  month  to  analyze  monthly  disbursements  and  provide  totals 
for  the  final  entry.  Regardless  of  the  method  used  in  handling  petty 
cash,  petty  cash  vouchers  must  be  preserved  for  future  reference. 

The  petty  cash  book  used  by  each  concern  may  vary  but  the  general 
principles  are  the  same  in  all  cases.  It  generally  is  a columnar 
book  with  columns  for  date,  explanation,  check  number,  amount  of 
checks,  distribution  columns  for  the  neoessary  kinds  of  expenses,  and 
a total  column.  An  explanation  column  may  be  dispensed  with,  because 
as  one  entry  is  made  each  day  no  Explanation  could  be  made  which  would 
explain  the  nature  of  each  item  of  expense  in  a few  words.  Any  ref- 
erence here  should  be  made  to  the  original  vouchers.  Such  a book 
should  have  about  thirty-two  lines,  one  line  for  each  day  of  the 
month  and  the  last  line  for  monthly  totals  which  will  also  serve  as 
posting  summary, 

3.  Sales  Journals, 

The  number  of  sales  transactions  is  larger  than  any  other  class 
with  the  possible  exception  of  the  cash  transactions.  Chiefly  for 
this  reason  the  problem  of  the  kind  of  sales  records  which  a concern 
should  use  will  arise  early  in  the  life  of  each  business  enterprise. 

It  generally  depends  on  the  nature  and  size  of  the  business  in  ques- 
tion. For  example,  a cash  business  will  not  need  any  special  sales 
records.  A sales  column  in  the  cash  book  will  solve  the  question 
satisfactorily.  In  a business  of  this  type,  accounts  receivable  and 
sales  discounts  columns  would  not  be  required.  Unless  the  classes 
of  sales  are  many  the  cash  book  may  serve  the  purpose  of  cash  book 
—and  sales  by  adding  one  column  for  each  class  of  sales., provided  all 
sales  are  made  for  cash.  Special  sales  records  are  necessary  when- 
ever goods  are  sold  on  account  or  both  for  cash  and  on  account. 

Most  small  concerns  will  usually  find  that  a simple  two  column 
sales  journal  or  book  will  meet  all  requirements.  In  such  cases  the 
book  will  contain  the  following  columns  from  left  to  right; 

1.  Date  column. 

2.  Column  wherein  all  accounts  are  entered.  It  may  be 
called  accounts  debited  column. 

3.  Term  or  explanation  column. 

4.  Ledger  folio  column. 

5.  Two  money  columns,  one  for  detail  and  another  for 
totals.  In  practice  only  one  money  column  is  required.  Because  the 
standard  book  of  this  type  sold  contains  two  columns,  it  is  generally 
used. 


A simple  form  of  sales  book  may  be  illustrated  as  follows: 
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Sales  Journal  Month  of  JULY 1930 


Date 

accounts  Debited 

[ - ~ ■■■  — — ^ 

Terms 

r 

L F 

— j--  1 

Detail 

Total 

1 

3.  £,uinby  & Co. 

2/10, N/30 

2000 

2 

..allace  & Co. 

On  account 

850 

3 

Cash  Sales 

650 

4 

J.  0.  V.itten  & Co. 

2/10, 1/20, N/60 

1450 

5 

Cadby  & Son 

2/10, N/30 

1100 

6 

Cash  Sales 

* ■ 

375 

Total 

^6425  . 

Accounts  Receivable 

Dr. 

6425 

Sales 

Cr. 

6425 

1 

The  following  transactions  are  used  to  illustrate  the  above 

journal. 


1.  ^old  S.  ^uinby  & Co.  £2,000  on  2/10,  N/30 

2.  Sold  ..allace  & Co.,  *850  on  account 

3.  Cash  sales  *3650 

4.  J.  0.  bitten  & Co.  .*1,450  on  2/10,  1/20,  N/60 

5.  Cadby  & Son  £1,100  on  2/10,  N/30 

6.  Cash  sales  £375 

The  posting  work  may  be  done  by  the  following  instructions: 

1.  Items  in  the  detail  column  are  posted  daily  to  the  debit 
side  of  corresponding  accounts  in  the  customers’  ledger  with  the 
exception  of  cash  sales  which  are  checked  but  not  posted. 

2.  The  total  is  not  posted.  It  may  be  checked. 

3.  At  the  end  of  the  month  an  entry  is  made  in  the  usual 
manner  by  debiting  Accounts  Receivable  and  crediting  ^ales  as  shown 
above  and  posted  as  any  other  entry.  The  debit  Is  posted  to  the 
debit  of  accounts  receivable  and  the  credit  to  the  credit  of  the 
Sales  account  in  the  general  ledger. 

■as  a general  rule,  the  average  student  of  business  encounters 
very  little  difficulty  in  handling  the  simple  type  of  sales  book. 
-Recording  of  sales  by  classes  or  departments  seemsto  require  some 
explanation.  Additional  columns  may  be  used  for  each  class  of  sales 
or  department.  In  recording  transactions  in  this  type  of  sales 
journal,  the  total  for  eac|t  transaction  should  be  extended  to  the 
total  column,  costing  to  the  Individual  customer’s  account  is  made 
from  the  total  column.  A few  transactions  will  be  assumed  to  ill- 
ustrate a 3ales  book  of  this  type. 

1.  Gash  sales,  class  A,  *540;  class  3,  £325 

2.  Sold  to  C.  Hatch  & Co.,  2/l0,  N/30,  oi*ss  A,  £1,200; 
class  B,  £1,500 

3.  Sold  3.  ?.  Lewis  2/10,  N/30,  class  A *800 

4.  Class  A sales  £450 

5.  Sold  to  Atlas  & Co.,  2/10,  N/30,  class  D,  *1,030 
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Sales  Journal  Month  of 


19 


Terns 


2/10, N/30 
2/10, K/30 

2/10, N/30 


: .. 

ur 

ACC. 

Fed. 

Sale 

is 

Class  A 

Class  B 

865 

2700 

800 

450 

1000 

540 

1200 

800 

450 

325 

1500 

1000 

"5815 

2330 

£qS5" 

'5615 — 

2990 

2825 

te  Acoounts  Debited 

Cash  Sales 
C.  Hatch  & Co, 

&•  P,  Lewis 
Cash  Sales 
Atlas  & Co, 

Totals 

Accounts  Receivable 
Sale3-C3tass  A 
Sales-Class  B 

The  only  items  posted  daily  are  those  in  the  accounts  receivable 
column.  They  are  posted  to  the  individual  cus toners 1 2 3 4 5 accounts  in 
the  customers*  ledger.  Cash  sales  totals  which  are  not  posted  are 
offset  by  the  corresponding  items  entered  in  the  cash  book.  Posting 
at  the  end  of  each  month  may  be  one  in  two  ways.  The  totals  may  be 
posted  to  corresponding  accounts  in  the  general  ledger  or  an  entry 
may  be  made  below  the  totals,  as  shown  in  the  example,  and  posted  in 
the  usual  manner. 


4.  Purchases  Journals. 


//hen  applied  to  trading  concerns,  the  general  rule  is  that  the 
information  required  for  purchases  must  correspond  with  the  informa- 
tion kept  for  sales.  For  instance  if  purchases  are  recorded  by 
classes  of  merchandise  handled,  sales  must  be  recorded  in  the  same 
manner,  so  that  identical  information  will  be  available  for  sales  and 
purchases.  The  reason  for  classifying  goods  sold  is  to  determine  the 
profitableness  of  each  class  of  merchandise  handled.  This  cannot  be 
determined  unless  the  purchases  and  sales  records  are  in  agreement. 

In  fact,  separate  inventories  must  also  be  kept  for  each  class  of 
goods  handled. 


The  simplest  form  of  purchases  journal  may  be  illustrated  by 
using  the  following  transactions: 

1.  Johnson  & Co. , 3/5,  F/30  *2,500 

2.  Cash  purchases  $1,200 

3.  Pond  & Lllis  2/10,  K/60  *1,450 

4.  L.  Scott  & Co.,  3/5,  1/20,  N/60  $1,750 

5.  Cash  purchases  $410 
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Purchases  Journal  Month  of  JULY  1930 


Accounts  Credited 

Terms 

LF 

Detail 

Johnson  & Co. 
Cash  Purchases 
Pond  & £11 is 
5.  Scott  & Co. 
Cash  Purchases 
Total 

3/5, 

2/10 

3/5, 

K/30 

, N/60 
1/20  jN/^O 

2,500 

1,200 

1,450 

1,750 

410 

Purchases 

accounts  Payab! 

.e 

7,510 

7,310 

In  substance,  the  purchases  journal  is  posted  like  the  sales 

journal. 


Total 


7,310 


1.  with  the  exception  of  cash  pQrohases^ which  is  checked,  in- 
dividual items  in  the  detail  oolumn  are  posted  to  the  credit  of  the 
corresponding  accounts  in  the  creditors’  accounts. 

2.  The  total  is  not  posted.  It  may  be  checked. 

3.  At  the  end  of  each  month  a summary  entry  of  the  total  is  made 
as  shown  in  the  illustration  and  posted  to  the  general  ledger  as  any 
other  entry.  The  debit  is  to  the  Purchases  account  and  the  credit  to 
Accounts  Payable  control  account. 


Frequently  the  purchases  book  is  ruled  so  that  it  will  constitute 
— a record  of  all  items  purchased^,  including  both  merchandise  and  ex- 
penses. In  such  cases  the  purchases  journal  would  represent  a cross 
section  between  the  simple  purchases  book  and  the  "voucher  system". 

A simple  form  of  this  type  might  contain  four  columns;  one  each  for 
purchases,  selling  expenses,  administrative  expenses,  and  accounts 
payable.  The  two  expense  columns  might  be  handled  as  control  columns 
and  individual  expense  items  may  be  kept  either  in  an  expense  ledger 
or  on  analysis  sheets.  A detail  columnar  sheet  with  as  many  columns 
as  necessary  may  be  kept  for  selling  expenses  and  a similar  sheet 
kept  for  administrative  expenses.  At  the  end  of  each  month  the  total 
of  each  column  would  be  posted  to  corresponding  accounts  in  the 
general  ledger.  This  type  of  purchases  book  may  be  illustrated  by 
the  following  form. 
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Purchases  Journal  Month  of 19— 


Da 

r 

Debits 

Credits 

te  Accounts 

Explanation 

LF 

Purch. 

sell  • j jcp 

A dm.  -.xp. 

A 6c. Pay 

^ Bi  W — 1 

, ij 

1 

Keene  & Co. 

1/10 ,N/30 

3000 

3000 

2 

y-atson  & Co. 

2/10, N/30 

1500 

1500 

3 

Commissions 

For  week 

250 

250 

4 

Salaries 

410 

410 

5 

Salaries 

320 

320 

6 

Office  3upp. 

3/5,11/30 

250 

250 

7 

Jeffries  &Son 

2550 

2550 

Totals 

“TOW 

555 

$70 

” 

Purchases 

oelling  Expenses 

660 

Administrative 

Expenses 

570 

I 

Accounts  Payable 

L 

8280 

Totals  may  be 

posted  without 

preparing  the  summary  entry  if 

desired.  If  the  entry  is  omitted,  ledger  folios  may  be  entered  below 
each  total.  The  method  which  summarizes  books  of  original  entry 
totals  should,  however,  be  preferred  because  it  is  usually  simple  to 
follow  at  the  end  of  each  month. 


The  posting  of  the  detail  items  should  present  no  problem.  It 
may  be  summarized  as  follows: 


1.  Individual  items  in  the  purchases  column  are  not  posted. 


2.  Individual  items  in  the  expense  columns  may  or  may  not  be 
posted.  It  will  depend  on  the  method  followed  by  each  concern.  If 
they  are  posted,  columnar  sheets  with  a column  for  each  type  of  ex- 
pense are  generally  used  for  this  purpose.  Monthly  totals  shown  by 
these  sheets  should  be  checked  with  totals  shown  by  the  corresponding 
accounts  in  the  general  ledger.  If  the  work  is  properly  done,  the 
sheet  totals  will  agree  with  account  totals. 

3.  The  individual  items  in  the  accounts  payable  column  are 
posted  to  the  credit  of  the  corresponding  accounts  in  the  creditors’ 

ledger. 

4.  The  totals  are  posted  at  the  end  of  the  month  as  indicated  by 
the  posting  summary  entry. 


Purchases  records  may  be  extended  into  what  is  known  as  the 
voucher  system.  The  voucher  system  may  be  divided  into  three  parts, 
as  follows: 


1.  Voucher  register 

2.  Vouchers 

3.  Voucher  checks 


The  voucher  register  is  a purchases  journal  in  its  broadest  sense. 
This  register  contains  a record  of  expenditures  of  all  sorts  with  the 
exception  of  items  recorded  by  adjusting  entries  made  at  the  end  of 
each  period.  This  register  includes  records  for  purchases  of  fixed 
assets  or  equipment,  purchases  of  merchandise,  and  purchases  services 
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or  other  expenses.  In  short  it  keeps  a complete  record  of  every  item 
which  will  have  to  be  paid  by  the  business.  At  the  same  time,  the 
record  provides  an  analysis  of  purchases  and  expenses  and  an  accurate 
control  of  all  disbursements.  Under  this  system  all  disbursements 
are  made  by  check  and  in  payment  of  some  specific  voucher  previously 
recorded  in  the  voucher  register. 

A'he  voucher  register  usually  contains  columns  for  (1)  date,  (2) 
voucher  number,  (3)  account  name,  (4)  explanation,  (5)  accounts  pay- 

— able  credits,  (6)  purchases,  (7)  freight  inward, (8)  selling  expenses, 

(9)  administrative  expenses,  (10)  sundry  debits  providing  columns  for 

—(a)  account,  (b)  ledger  folio, (c)  amount,  (11)  payment  column  con - 
— taining  provisions  for  (a)  date  paid^(b)  check  number. 

Vouchers  in  this  connection  are  given  two  meanings;  first,  it 
purports  to  be  a document  supporting  the  accuracy  of  items  recorded 
therein;  second,  it  purports  to  be  a receipt  of  money  paid  for  the 
items  stated  in  the  voucher.  Vouchers  have  two  sides.  The  face  is, 
in  substance,  an  invoice  with  additional  spaces  for  Voucher  No.; 

Check  No.;  and  the  lower  part  for  signature;  the  approval  of  the 
purchasing  department  and  perhaps  the  auditor  or  cashier;  and  the 
reoeipt  which  is  filled  in  by  the  seller  of  the  goods  or  whoever  re- 
ceives payment.  The  reverse  side  of  the  voucher  is  divided  into  two 
parts  by  a vertical  line.  The  left  hand  side  contains  an  analysis  of 
the  items  shown  on  the  face  of  the  voucher  and  the  right  hand  side 
provides  spaces  for,  No.;  name  of  creditor,  name  of  the  concern,  paid 
by  Check  No.f  and  Date  Paid. 

Voucher  checks  are  used  wixh  the  voucher  system.  It  may  be  an 
ordinary  check  stating  that  it  is  issued  in  payment  of  some  specific 
voucher.  The  voucher  check,  when  issued,  was  originally  sent  with 
the  original  voucher  to  the  creditor  with  a request  to  receipt  and 
return  the  same.  This  practice,  however,  did  not  work  satisfactorily 

— because,,  creditors  were  not  willing  to  return  the  voucher.  The 

result  has  been  that  many  vouchers  filled  the  waste  baskets  of  creditors. 
-As  a substitute  to  remedy  this  defect,  a combination  voucher  and  cheeky 
-printed  on  one  form^  was  adopted.  This  device  did  not  prove  more 
satisfactory  on  account  of  delays  in  return  of  ohecks.  At  the  present 
time,  concerns  v?ho  have  the  voucher  system  use  the  first  method  des- 
cribed above  but  do  not  3end  the  vouchers  Tihen  they  make  payments, 
indorsed  checks  are  regarded  as  satisfactory  receipts. 

As  soon  as  vouchers  are  made  out  and  entered,  they  are  filed  al- 
phabetically in  an  unpaid  vouchers  file;  and  when  paid,  they  are  trans- 
ferred to  a paid  vouchers  file,  home  firms  file  the  paid  checks  with 
the  vouchers  when  they  are  returned  by  the  batik.  This  practice,  how- 
ever, involves  additional  expenses  without  a corresponding  benefit  to 
the  firm. 

The  voucher  system  is  not  used  extensively  today  and  rarely  used 
by  trading  concerns.  It  seems  to  be  more  suitable  for  manufacturing 

industries. 

The  ruling  for  the  voucher  register  explained  above  is  shown  below. 
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VOUCHER  REGISTER 


apr  =-=f 

gate 

o 

• 

as 

o 

• 

Account  Name 

explanation 

! 

Credits 

Vo. Pay. 

Purch. 

1 

- 

1 

Jackson  & Co. 

1/10,  N/30 

5000 

5000 

3 

2 

Baker  & Sons 

On  account 

3000 

4 

3 

Skipp  & Stiles 

General  Supplies 

500 

6 

4 

G.  Preston 

2/10,  N/60 

2500 

2500 

7 

5 

Payroll 

Veek 

450 

! 7 

6 

Commissions 

..eek 

175 

8 

7 

Becker  & Co. 

3/10,  N/ 60 

2875 

2800 

’ * 

Left  Hand  Page 

Month 

of  JULY 

1930 

.He] 

bits 

iFreight  Ii 

a Sell.  Ex; 

?.  Adm.  exp 

250 

500 

200 

75 

175 

*p==f= 


Sundry  debits 


Store  Equipment 


LF  Amount 
3000 


Payment 
Date  Ck.NO. 


7/7/30 


Right Hand  Page 


1 

2 


The  transactions  used  to  illustrate  above  voucher  register  need 
little  explanation.  Voucher  number  1 is  for  purchases  of  merchandise 
and  is  entered  in  the  vouchers  payable  and  purchases  columns.  Humber 
2 represents  a purchase  of  store  equipment  and  is  entered  in  the  vouohers 
payable  and  sundry  debits  columns.  Number  3 is  for  purchases  of  office 
supplies  and  is  recorded  in  the  vouchers  and  administrative  expenses 
columns.  Number  4 is  for  the  purchase  of  merchandise  and  is  recorded 
like  voucher  number  1.  Number  5 is  for  the  weekly  payroll  and  entered 
in  the  vouchers  payable,  ;250  in  the  selling  expenses,  and  ,^200  in  the 
administrative  expenses  columns.  Number  6 represents  a selling  expense 
and  is  entered  as  such.  Number  7 is  like  number  i* and  4. 
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Thus  it  may  be  seen  that  transactions  in  the  voucher  register 
are  recorded  as  in  the  purchases  book  previously  explained.  As 
vouchers  are  approved,  it  is  often  advisable  to  have  an  "Approved 
by"  column  to  show  who  approved  the  vouchers  before  they  were  en- 
tered. Because  it  is  impracticable  to  have  a column  for  every  con- 
ceivable class  of  transactions,  a sundry  column,  to  record  any  item 
for  ¥»^ich  a special  column  is  not  provided,  is  always  included. 

When  a check  is  issued  in  payment  of  a voucher,  proper  notation 
is  made  in  the  Payment  column  by  entering  therein  the  date  and  the 
number  of  the  check;  otherwise  it  would  be  impossible  to  determine 
paid  and  unpaid  vouchers  from  the  voucher  register  itself,  oee 
notations  for  vouchers  5 and  6. 

- - With  the  exception  of  the  sundry  column  posting  is  done  at  the 
end  of  each  month.  Totals  only  are  posted  in  the  general  ledger. 

The  items  in  the  sundry  column  are  posted  daily  to  the  respective 
accounts  in  the  general  ledger.  Vouchers  payable  column  is  used  as 
accounts  payable  and  is  the  creditors  control  account.  Individual 
creditors*  accounts  are  not  posted,  as  no  creditors*  ledger  is,  as 
a rule,  kept  in  connection  with  the  voucher  system. 

The  debit  columns  are  sometimes  used  for  control  purposes.  ..here 
this  is  the  case  a code  column  is  provided  before  each  column  so  that 

individual  items  may  be  posted  to  the  appropriate  accounts  in  some 

subsidiary  record.  Individual  items  are  identified  with  special 
numbers  entered  in  the  code  column. 

Vouchers  payable  are  proved  at  the  end  of  each  month  by  making 
a list  of  unpaid  vouchers  as  shown  by  the  voucher  register  by  re- 
ference to  the  Payment  column.  The  list  should  be  proved  with  the 
unpaid  vouchers  filed  in  an  unpaid  vouchers  file.  Its  total  must, 
of  course,  agree  with  the  balance  of  vouchers  payable  account  in  the 
general  ledger. 

The  advantages  of  the  voucher  system  are: 

1.  It  provides  a safeguard  over  all  cash  payments. 

2.  It  provides  a complete  record  of  all  purchases 

including  assets,  merchandise  in  trade,  supplies, 
services,  and  other  expenses. 

3.  It  supplies  a permanent  analysis  of  all  purchases. 

4.  It  eliminates  keeping  of  creditors*  ledger. 

5.  It  places  responsibilities  for  auditing  purposes. 

6.  Receipts  are  provided  for  all  disbursements. 

7.  It  shows  a record  of  all  liabilities. 

8.  It  saves  the  work  involved  in  posting  items 
to  individual  creditors*  accounts. 

The  disadvantages  of  this  system  are: 
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1.  Difficulty  of  handling  purchases  returns 
and  allowances. 

2.  Difficult  to  handle  partial  payments. 

3.  It  presupposes  that  no  notes  are  given  to  crec itors. 

4.  It  supplies  no  record  of  the  business  done 
with  each  creditor. 

5.  It  provides  no  up  to  date  record  showing 
how  much  is  owed  each  creditor. 

although  the  advantages  are  clear,  the  handling  of  the  difficul- 
ties presented  by  the  disadvantages  are  not  clear.  Purchases  returns 
and  allowances  can  be  handled  in  two  ways.  Pirst , when  goods  are  re- 
turned or  an  allowance  received,  a journal  entry  may  be  made  to  cancel 
the  original  voucher,  thus  - 

Vouchers  Payable  xxxx 

Purchases  xxxx 

To  cancel  voucher  No.  ? 

and  a new  voucher  made  for  the  original  amount  less  the  return  or 
allowance.  At  the  same  time  a notation  must  be  made  in  payment 
column  of  the  original  voucher  showing  that  it  was  cancelled  and  the 
unpaid  voucher  must  be  taken  out  of  the  unpaid  vouchers  file  and  the 
new  voucher  placed  in  its  stead. 

Second,  a journal  entry  may  be  made  for  the  return  or  allowance  - 

Vouchers  Payable  xxxx 

Purchases  Returns  & All.  (or  Purchases)  xxxx 
To  record  goods  returned 
(or  allowance)  on  voucher  No.  ? 

A red  ink  notation  must  be  made  at  the  same  time  in  the  voucher 
register  on  the  same  line  with  the  original  voucher;  otherwise  the 
return  or  allowance  might  be  overlooked  when  the  voucher  is  paid. 

A similar  notation  must  be  made  on  the  voucher  itself  found  in  the 
unpaid  vouchers  file. 

There  are  two  methods  of  dealing  with  partial  payments.  First 
is  to  cancel  the  original  voucher  as  shown  for  returns  and  allowances 
and  two  new  vouchers  made  and  entered  for  the  respective  amounts  as 
though  they  were  for  two  distinct  purchases.  The  second  method  is 
to  make  a notation  on  the  voucher  register  and  voucher  of  the  partial 
payment  so  that  only  the  balance  will  be  paid  later. 

A note  issued  to  a creditor  may  be  handled,  by  making  two  entries 
in  the  journal,  one  to  cancel  the  voucher  as  previously  explained  and 
the  other  to  record  the  purchase  and  the  note  issued  - 

Purchases  xxxx 

Notes  Payable  xxxx 

when  a note  becomes  due^a  voucher  should  be  made  by  entering  amount 
of  the  note  in  the  vouchers  payable  column  and  sundry  column  to  cancel 
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the  note  and  a check  issued  in  payment  of  this  voucher. 

Checks  often  bear  printed  numbers  to  correspond  with  voucher 
numoers.  Where  this  is  the  practice,  the  check  must  be  made  out  for 
every  voucher  which  is  cancelled.  The  check  is  then  entered  in  the 
cash  book  either  without  extending  the  amount  but  merely  to  preserve 
the  numerical  sequence  of  checks  and  making  the  check  "Void”  or  by 
entering  the  check  in  the  usual  way  and  depositing  this  check  with 
the  rest  of  daily  receipts.  Hence,  the  bank  account  would  show  a 
payment  and  a deposit  for  the  same  amount  without  affecting  the  cash 
balance. 

The  last  two  disadvantages  might  be  remedied  by  keeping  a record 
for  individual  creditors  either  in  a card  ledger  or  in  a creditors1 
ledger  in  the  customary  way.  Of  course  when  this  is  done,  some  of 
the  advantages  will  disappear. 

5.  Expense  Journals. 

whenever  the  number  of  accounts  and  classes  of  expenses  grow  to 
such  an  extent  that  they  would  require  the  undivided  attention  of  one 
or  more  clerks,  the  desirability  of  keeping  special  expense  records 
must  be  seriously  considered.  The  type  of  journal  to  be  used  by  any 
concern  would  depend  on  the  circumstances  in  each  individual  case. 
Journals  may  be  kept  on  the  voucher  system  idea  or  they  may  be  like 
columnar  purchases  journals.  The  columns  should  be  so  arranged  that 
keeping  of  control  accounts  for  each  class  of  expenses  would  be 
simplified.  As  previously  explained,  detail  information  may  be  kept 
either  in  expense  analysis  sheets  or  expense  ledgers  and  proved 
monthly  with  control  accounts  kept  in  general  ledgers. 

6.  Note  Journals  and  Books. 

The  number  of  notes  or  other  negotiable  instruments  handled  may 
increase  to  such  an  extent  that  keeping  of  some  special  record  for 
them  would  become  a necessity.  *.here  the  notes  receivable  handled 
are  many,  either  a column  may  be  added  in  the  journal  for  this  purpose 
or  a special  journal  may  be  kept.  If  a special  column  can  be  added 
in  the  journal,  the  recording  of  notes  should  present  no  difficulty, 
entries  ?fOuld  be  made  in  the  usual  manner  by  entering  debits  for 
notes  received  in  the  special  column  and  the  total  posted  in  total 
at  the  end  of  each  month.  If  a special  journal  is  kept, a simple 
two-column  book  would  usually  suffice  with  a debit  column  for  notes 
receivable  and  a credit  column  for  accounts  receivable.  The  indiv- 
idual debits  would  not  be  posted.  As  entries  are  made  check  marks 
should  be  placed  in  the  ledger  folio.  Individual  credits  are,  of 
course,  posted  to  the  credit  of  co.  responding  accounts  in  the 
customers*  ledger.  At  end  of  each  month,  column  totals  are  posted 
to  the  general  ledger. 

In  addition  to  the  original  entry  records  kept  for  notes  re- 
ceivable and/or  payable,  a note  register  or  book  should  be  kept, 
provided  the  number  of  notes  handled  is  large.  Its  purpose  would  be 
to  keep  a detailed  record  of  each  note  received  or  issued.  The  form 
of  note  register  for  both  notes  receivable  and  payable  is  substantially 
the  same.  Generally  they  will  provide  columns  for  the  following  in- 
formation: 
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Notes  Receivable 

Notes  Payable 

1. 

Date  received 

1. 

Date  issued 

2. 

From  whom  received 

2. 

To  whom  issued 

3. 

Folio 

3. 

Folio 

4. 

Number  of  the  note 

4. 

Number  of  the  note 

5. 

V.here  payable 

5. 

••here  payable 

6. 

Time 

6. 

Time 

7. 

Date  due 

7. 

Date  due 

Q. 

Interest  rate 

8. 

Interest  rate 

9. 

Amount 

9. 

amount 

10. 

endorsers 

10. 

amount  of  discount 

11. 

Remarks 

11. 

Remarks 

Data  required  for  both  notes  receivable  and  payable  has  been 
listed  in  comparative  form  in  order  to  show  any  difference  between 
— the  two  books.  Because  of  their  similarity,  rulings  may  be  alike 
if  proper  changes  are  maiie  in  the  headings.  *s  each  point  seems  to 
be  clear,  no  further  explanation  is  required. 

— ■ The  registers  should, however,  be  proved  periodically,  ^ach 

month  as  soon  as  the  trial  balance  is  prepared,  the  balance  shown 
by  the  note  accounts  should  be  compared  with  the  total  amount  of 
notes  unpaid  in  the  note  register  and  any  discrepancy  traced  and 
adjusted. 

7.  Return  Journals. 

Large  or  small,  every  concern  must  meet  the  problem  of  handling 
returned  goods  both  for  purchases  ana  sales.  If  not  numerous,  the 
returns  may  be  recorded  in  the  general  journal  either  in  the  general 
columns  or  two  columns  may  be  provided,  one  for  sales  returns  and 
-—another  for  purchases  returns.  .<hen  this  method  is  followed^the 
detail  posting  to  accounts  receivable  'ana  payable  controls  will 
result  in  additional  labor  and  an  increase  in  the  possibility  of 
errors.  The  more  common  practice  today  is  to  keep  special  returns 
journals.  In  very  small  concerns,  the  last  twenty  or  more  pages  of 
the  sales  and  purchases  books  may  be  used  to  record  merchandise 
returns  and  allowances.  This  of  course  will  not  apply  in  case 
loose-leaf  books  are  used.  At  any  rate,  the  form  for  sales  returns 
and  allowances  should  be  like  the  sales  book.  Conversely,  the 
ruling  for  the  purchases  returns  and  allowances  should  correspond 
with  that  of  the  purchases  book. 

In  substance,  both  journals  are  posted  in  the  same  manner. 
Customers*  accounts  are  posted  daily  to  the  credit  of  the  correspond- 
ing account  in  the  customers*  ledger.  Individual  creditors*  accounts 
are  posted  to  the  debit  of  proper  accounts  in  the  creditors*  ledger. 
At  close  of  each  month,  sales  returns  and  allowances  are  posted  to 
the  debit  of  that  account  in  the  general  ledger.  If  a special 
account  is  not  kept,  the  debit  would  be  to  sales.  The  credit  is 
posted  to  accounts  receivable  control  in  the  general  ledger.  Like- 
wise, the  total  accounts  payable  is  debited  to  the  control  account 
and  the  returns  and  allowances  is  posted  to  the  credit  of  that 
account  in  the  general  ledger. 
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Regardless  of  the  special  journals  kept  by  a concern,  a general 
journal  must  always  be  used  to  record  transactions  for  which  a 
special  book  is  not  provided.  No  special  book  is  ever  kept  for 
adjusting  and  closing  entries.  They  are  so  general  and  varied  in 
nature  that  no  special  record  would  really  be  adequate.  ..henever 
individual  records  are  not  kept  for  returns,  allowances,  notes 
receivable,  and  notes  payable,  they  will  be  recorded  in  the  general 
journal. 


Unless  the  general  journal  contains  some  special  column,  each 
— entry  must  be  posted  individually.  One  difficulty  will, however, 
arise  with  the  posting  in  this  case,  ^very  entry  which  affects 
either  a customer’s  or  a creditor’s  account  must  be  posted  twice. 

It  must  be  posted  to  the  individual  in  subsidiary  ledger  and  to  the 
control  account  in  the  general  ledger.  To  illustrate  this  point 
the  following  will  be  assumed: 

1.  That  no  special  columns  are  provided  in  the  general 
journal. 


2.  No  special  journals  are  kept  for  returns,  allowances,  and 

not  es  . 

3.  The  following  transactions  are  recorded  in  the  general 
journal: 


(a)  Merchandise  returned  to  Swift  & Co.  y350 

(b)  U.  3.  Lunch  Co.  returned  y75  worth  of  goods 

(c)  Allowed  J.  Knox  y20  for  defective  merchandise 

(d)  Received  30  day  note  from  Spence  & Co.  for  .,>1,000 

( e ) Issued  60  days  note  to  Buckley  & Co.  for  yl>500 

(f)  K.  ..atson’s  balance  for  y200  is  charged  off  as  bad. 
A reserve  account  is  maintained  for  bad  debts. 


(a) 

Swift  & Co.  (accounts  Payable) 
Purchases  Returns  & Allowances 
To  record  goods  returned 

(b) 


350 


350 


sales  Returns  & Allowances 

U.  S.  Lunch  Co.  (Accounts  Receivable) 
To  record  goods  returned 

(o) 


75 


75 


20 


20 


Notes  Receivable 


1000 


Spence  & Co.  (accounts  Receivable) 


1000 


Received  30  day  note 


a l| 


* 


. 
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Buckley  & Co*  (Accounts  Payable) 
Notes  Payable 

Issued  60  day  note 

(f) 


1500 


1500 


Reserve  for  Bad  Debts 

&.  l.atson  (accounts  Receivable) 

To  write  off  balance  of  latter 
account  as  bad 


200 


200 


Posting  of  items  other  than  those  affecting  personal  accounts  will 
require  no  special  comment.  It  will  be  noticed  however  that  all 
personal  accounts  are  followed  by  control  accounts  enclosed  in 
parentheses,  ^s  shown  by  each  entry  the  personal  account  is  posted 
to  corresponding  accounts  in  the  customers * or  creditors*  ledger  as 
the  case  may  be.  Simultaneously,  the  same  item  should  be  posted  to 
accounts  receivable  or  aocounts  payable  control  account.  Ledger 
folios  for  control  aocounts  may  be  entered  just  above  the  aocounts 
in  question. 

9.  Use  of  Additional  Columns. 

In  Chapters  IX  and  XII,  the  advantages  of  special  column  journals 
were  pointed  out  and  the  use  of  special  journals  is  shown  in  this 
chapter.  It  should  be  pointed  out  further,  however,  that  unless  all 
of  the  special  journals  explained  above  are  used  by  the  business,  two 
speoial  columns  should  alvmys  be  added  to  the  general  journal.  A 
debit  column  for  accounts  payable  and  credit  column  for  accounts 
receivable  should  be  used.  This  will  eliminate  the  necessity  of 
having  to  do  any  detail  posting  to  control  accounts  as  shown  in 
Section  8 above.  At  the  same  time,  the  confusing  feature  which  lies 
in  the  mind  of  the  average  student  about  the  posting  of  personal 
accounts  twice  will  be  removed. 

Additional  columns  can,  of  course,  be  included  in  the  general 
journal  irrespective  of  whether  any  special  journals  are  used.  Fre- 
quently, small  concerns  keep  only  cash,  sales,  and  purchases  books 
and  use  the  general  journal  for  transactions  involving  returns, 
allowances,  and  notes  or  bills  receivable  and  payable.  In  such  cases, 
the  advisability  of  using  additional  columns  must  be  considered. 

10.  Sales  Ledgers. 

Subsidiary  ledgers  may  be  bound  books,  in  loose-leaf  form,  and 
card  form.  The  most  widely  used  today  is  the  loose-leaf  system.  Re- 
gardless of  the  form,  the  purpose  is  the  same  in  all  oases.  It  is 
to  keep  transactions  with  customers  in  a separate  ledger  in  order  to 
free  the  general  ledger  of  individual  customers*  accounts.  Individual 
accounts  are,  of  course,  replaced  by  the  accounts  receivable  control 
account.  As  far  as  recording  of  transactions  is  concerned,  there  is 
no  special  problem  which  will  arise  in  considering  customers*  ledgers. 
There  are  perhaps  two  questions  which  should  be  answered  here.  The 
first  is  whether  one  or  more  ledgers  should  be  kept  and  secondly 
whether  the  ledgers  should  ben self-balancing" . 
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As  a general  rule,  not  more  than  five  hundred  active  accounts 
should  be  kept  in  one  lec.ger.  In  this  connection  two  points  must 
be  considered  here.  One  is  the  amount  of  work  necessary  to  keep  one 
clerk  busy  all  tb®  time  and  the  other  is  the  locating  of  errors  when 
—they  are  made.  A five  hundred  account  ledgers  may  be  checked  more 
—quickly  than  a thousand  account  ledger^  Checking  of  errors  in 
ledgers  with  an  unreasonably  large  number  of  accounts  has  often 
compelled  the  inexperienced  bookkeeper  to  leave  his  position.  Cf 
course  other  bookkeepers  may  be  easily  procured,  but  a loss  of 
^150  to  v200  will  usually  result  to  the  firm  each  time  a clerk  or 
bookkeeper  leaves  or  is  discharged.  It  will  pay  in  the  long  run  to 
increase  the  number  of  ledgers  and  control  accounts  if  only  to  re- 
duce the  amount  of  time  spent  in  checking  errors. 

Self-balancing  ledgers  will  enable  the  sales  ledger  clerk  to 
determine  whether  his  work  is  correct  or  not.  A self-balancing 
ledger  is,  as  the  name  implies,  a ledger  which  is  in  balance  and  a 
trial  balance  may  be  prepared  from  it.  The  equation  of  the  book  is 
accomplished  by  maintaining  a control  account  in  the  lecger.  This 
control  account  would  be  a duplicate  of  the  corresponding  account 
“kept  in  the  general  ledger  except  that  all  the  ^ebits  are  posted  to 
the  credit  side  and  credits  posted  as  debits.  It  will  show  a credit 
balance  at  all  times  and  should  agree  with  the  total  debit  oalance 
of  customers*  accounts  in  that  ledger.  At  end  of  each  month,  however, 
it  would  be  advisable  to  check  each  ledger  with  the  balance  of  the 
controlling  account  in  the  general  ledger.  In  small  concerns  and 
concerns  whose  offices  are  in  one  place,  self-balancing  ledgers  are 
usually  not  neoessary. 

11.  Purchases  Ledgers. 

Generally,  one  purchases  or  creditors*  ledger  will  suffice  for 
the  average  concern,  hith  the  use  of  voucher  system,  creditors* 
ledgers  might  be  Eliminated  altogether.  ..here  kept,  the  creditors* 
ledger  will  contain  a complete  record  of  transactions  with  creditors; 
and  because  the  number  of  creditors  is  usually  aaall,  it  needs  not 
be  of  the  self-balancing  type. 

A list  of  creditors*  balances  should  be  prepared  at  the  end  of 
each  month  and  compared  with  the  balance  of  accounts  payable  control 
in  the  general  ledger.  In  practice,  the  list  is  prepared  on  the 
adding  machine  and  without  names.  The  adding  machine  list  will  be 
properly  earmarked  with  name  of  the  account  and  date  and  filed  for 
future  reference. 

12.  Expense  Ledgers. 

V«ith  the  growth  of  business  and  the  number  of  expenses,  expense 
ledgers  often  become  an  absolute  necessity.  Any  concern  with  twenty 
types  of  operating  expenses  or  more  should  keep  an  expense  ledger. 

Where  one  ledger  is  kept,  it  would  constitute  a complete  record  for 
— operating  expenses  of  the  business  and^'is  controlled  by  an  expense 

ledger  control  account  kept  in  the  general  ieager.  More  often,  however, 
two  ledgers  are  kept,  one  for  selling  expenses  and  another  for  admin- 
istrative expenses. 

In  large  concerns  whose  business  can  be  divided  into  well  defined 
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departments,  departmental  expense  ledgers  may  be  kept  to  control 
expenses  of  eaoh  deportment.  Basically,  whether  one  or  more  ledgers 
are  used,  the  principles  are  the  same  in  all  oases.  As  previously 
explained,  analysis  sheets  may  replace  expense  ledgers,  ^ach  sheet 
would  be  controlled  by  a descriptive  control  account  kept  in  the 
general  ledger.  The  latter  method  of  recording  expenses  is  simpler 
and  more  economical  in  respect  to  the  cost  of  accounting  forms. 

13.  Private  Ledgers. 

Gome  of  the  closely  owned  concerns  often  desire  to  keep  the 
more  important  and  confidential  accounts  in  a special  ledger.  This 
is  done  so  that  certain  information  will  not  be  available  to  the 
entire  office  force.  The  information  which  should  be  kept  secret 
will  depend  on  the  policy  adopted  by  each  individual  concern.  In- 
formation in  regard  to  profits,  salaries,  and  expenses  of  officers, 
notes  payable  to  banks,  and  cash  is  generally  kept  secret.  A private 
ledger  control  account  is  kept  in  the  general  ledger/ and  a correspond- 
ing account  called  general  ledger  control  is  kept  in  the  private 
ledger. 

Because  the  application  of  principles  applicable  to  private 
ledgers  is  largely  in  the  nature  of  advanced  accounting,  it  ¥»ill  not 
be  covered  in  this  work.  The  interested  reader  will  find  a thorough 
discussion  of  the  subject  in  Chapter  10  of  Principles  of  Accounting, 
Volume  I,  by  H.  A.  Finney. 

14.  General  Ledger. 

By  far  the  most  important  book  of  accounts  is  the  general  ledger. 
A connecting  link  will  always  be  present  between  the  general  ledger 
and  every  other  ledger,  card,  sheet,  or  form  used  to  reoord  some  class 
of  financial  or  operating  information.  The  accuracy  of  every  sub- 
sidiary ledger  or  record  is  determined  by  the  general  ledger  trial 
balance.  In  turn,  financial  and  operating  statements  may  be  prepared 
from  the  trial  balance  without  the  necessity  of  waiting  until  all 
subsidiary  records  are  completed  and  proved.  Of  course  the  sub- 
stantial accuracy  of  the  statement  depends,  to  some  extent,  on  the 
correctness  of  subsidiary  records;  but  the  work  may  proceed  without 
interruption  and  by  the  time  the  statements  will  be  ready,  subsidiary 
records  will  be  proved.  From  these  records,  supplementary  statements 
and  schedules  will  be  prepared  in  order  to  substantiate  the  control 
accounts  and  all  other  important  items  which  may  need  additional  or 
detail  information. 

15.  Proving  Subsidiary  Ledgers. 

Detail  records  are  sometimes  more  important  for  the  proper  ad- 
ministration of  the  business  than  records  which  are  summarized  and 
presented  in  totals.  Totals  are  made  up  of  individual  and  often 
small  items  and  unless  the  details  are  correct  totals  cannot  be 
accurate. 

In  most  cases,  statements  for  the  customers  at  end  of  each  month 
are  either  mailed  to  them  or  given  to  salesmen  who  will  deliver  state- 
ments to  customers.  These  statements  should  be  compared  and  checked 
with  balances  shown  by  corresponding  accounts.  Mo  less  important 
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will  be  the  checking  of  creditors1  statements  received  by  the  con- 
cern at  end  of  each  month.  Any  omission  or  error  in  recording  of 
transactions  with  creditors  will  by  this  procedure  be  detected.  It 
is  of  the  utmost  importance  that  every  subsidiary  ledger  and  record 
is  proved  at  the  close  of  each  month  and  any  discrepancy  properly 
noted  and  adjusted. 

Depending  on  the  circumstances  in  each  case,  the  proving  of  these 
ledgers  and  records  may  consist  in  simply  running  the  details  on  the 
—adding  machine.,  or  complete  lists  or  schedules  may  be  prepared.  In 
connection  with  expenses,  comparative  and  cumulative  schedules  are 

— often  prepared  for  administrative  purposes^especially  where  budgets 
and  standards  are  used. 

16.  Problem  with  all  Elements  Considered. 

The  problem  used  in  this  chapter  for  illustration  will  not 

— literally  cover  all  of  the  principles  evolved  herein,  because  it 
would  require  too  much  unnecessary  detailed  work  and  include  too 
many  mechanical  bookkeeping  details  which  are  considered  outside  the 
scope  of  this  work.  It  will,  however,  cover  the  fundamental  princ- 
iples and  as  little  detail  as  possible. 


John  I.  Curley  begins  business  on  September  1,  1930  by  invest- 
ing *5000  in  cash. 

The  classified  and  summarized  transactions  for  the  month  are 
shown  below: 

Sept.  Cash  Receipts 

1 Investment  p5000. 

3 Merchandise  sold  for  cash  *350. 

10  heceived  from  A.  Anthony  *1200  less  2 4 in  payment  of  bill  of 
9/3/30. 

10  heoeived  check  for  *1000  less  1,4  for  bill  of  9/3/30  from 
B.  Billings. 

10  Sash  sales  for  the  day  *470. 

17  C.  Conant  paid  bill  of  9/10/30  for  *1500  less  2/4. 

17  Discounted  a 60  day  note  for  *2000  at  the  bank. 

24  Goods  sold  for  cash  *-950. 

Sept.  Cash  Payments 

3 Paid  for  equipment  purchased  *1500. 

10  Issued  check  to  L.  Kelley  for  invoice  of  9/3/30  for  *500  less  2%, 
10  Gave  check  for  *1500  less  24  for  invoice  of  9/3/30  to  L.  Lewis. 

10  Paid  wages  for  the  week  *100. 

10  Paid  expenses  for  the  week  *175. 

10  Paid  for  merchandise  purchased  *300. 

17  Paid  wages  for  the  week.  *100. 

17  Paid  for  general  expenses  for  the  week  *75. 

17  Paid  *750  to  N.  Nero  on  account. 

24  Purchased  merchandise  for  cash  *1800. 

24  Paid  wages  for  the  week  *100. 

24  Paid  for  general  expenses  for  the  week  *50. 

30  Issued  check  to  K.  Kelly  for  *950;  less  2.4  for  invoice  of  9/10/30. 
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30  Paid  salaries  for  the  week  *100. 

30  Paid  for  general  expenses  for  the  ?/eek  ^80. 

30  Issued  a check  to  the  proprietor  for  * 100  for  one  month  salary. 
30  Issued  check  for  ,>600  note  due  today  plus  20  days  interest. 

Sept • Sales 

3 sold  to  A.  Anthony  ,,51200,  terms  2/10,  N/30. 

3 Sold  to  B.  Billings  *1000,  terms  1/10,  N/30. 

3 Cash  sales  to  date  *350. 

10  Sold  to  G.  Conant  *1500  terms  2/10,  N/60. 

10  D.  Danish  bought  from  us  *1750,  terms  1/30 
10  Cash  sales  to  date  *47 0. 

24  Merchandise  sold  for  cash  *950. 

30  A.  Anthony  bought  from  us  *400,  terms  2/10,  N/30. 

30  Sold  B.  Billings  on  2/10,  N/30  goods  for  *300. 

30  Sold  to  C.  Conant  goods  for  *600  terms  1/10,  K/30. 

30  ^old  goods  to  D.  Danish  *-1000  terms  2/10,  1/30. 

Sept . Purchases 

3 Purchased  from  K.  i.elley  *500  terms  2/10. 

3 L.  Lewis  sold  us  goods  for  *51500,  terms  2/10,  N/30. 

3 Bought  from  II.  Mann  on  account  *800. 

3 Purchased  from  N«  Nero  *800  terms,  on  account. 

10  K.  Kelley  sold  us  *950  worth  of  goods  on  1/30,  N/60. 

10  L.  Lewis  sold  us  goods  for  *860  terms  1/30. 

10  Purchased  goods  for  cash  *300. 

24  -hir chased  from  K.  Mann  goods  for  *500  on  2/10. 

24  Purchased  from  N.  Nero  *1600,  terms  2/10,  N/30. 

24  Cash  purchases  to  date  *1800. 

General  Journal  Transactions 

Issued  to  M.  Mann  a 20  day  note  for  *600  and  a 60  day  note  for 
■^200  with  interest  in  payment  of  invoice  of  the  3d  dated  September 

10,  1930. 

Returned  to  N.  Nero  merchandise  worth  *50  on  9/10/30. 

On  September  17  D.  Danish  returned  *250  worty  of  goods  and 
gave  us  a 30  day  note  for  the  balance  of  bill  of  the  10th. 

On  September  30  we  returned  to  L.  Lewis  defective  goods  amount- 
ing to  *160. 

Required: 

1.  Cash  book 

2.  Sales  book 

3.  Purchases  book 

4.  General  journal 

5.  General  ledger 

6.  Lustomers*  ledger 

7.  Creditors*  ledger 

8.  General  ledger  trial  balance 

9.  Lists  of  customers*  and  creditors*  accounts 
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CASH 


1.  CASH  RECEIPTS  FOR  MONTH  OF  SEPTEMBER  1930  -2- 


DA 

TE 

r - 1 

ACCOUNTS  CREDITED  EXPLANATION 

LF 

DEBIG 

?S 

CREDITS 

N.  CASH  l 

»AL.  DISC. 

ACC.RE&  GEN. 

1 

John  I.Curley-Cap  Investment 

7 

5000 

5000 

3 

Cash  Sales  Sales 

350 

350 

10 

A«  Anthony  Bill  of  9/3 

30-2% 

1 

1176 

24 

1200 

10 

B.  Billings  Bill  of  9/3 

30-1% 

2 

990 

10 

1000 

10 

Cash  Sales  Sales 

470 

470 

17 

C,  Conant  Bill  of  9/10 

30  - 2% 

3 

1470 

30 

1500 

17 

Notes  Payable  Dis.  60  day 

note 

5 

1980 

*20 

2000 

24 

Cash  Sales  Sales 

950 

950 

Cash 

Sales  Discount 

Column 

84 

Sales  Discounts 

18 

64 

Prepaid  Int. 

16 

20 

Total 

84 

Acc. Receivable 

3 

' S'470" 

General 

/N.  j 

7000 

w 
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BOOK 

1.  CASH  DISBURSEMENTS  FOR  MONTH  OF  SEPTEMBER  1930  -3' 


DA 
TE  i 

ACCOUtJTS  DEBITED 

EXPLANATION 

CK 

NO 

LF 

CRE1 

)ITS 

DEBITS 

N. CASH 

PUR.  DIS 

.ACC.PA3 

[ GEN. 

3 

% ' 

Equipment 

Bq  lip. Pur. 

4 

1500 

1500 

10 

K.  Kelley 

Inv.of  9/3/ 

30-2% 

2 

1 

490 

10 

500 

10 

L«  Lewis 

Inv.of  9/3/ 

30-2% 

3 

2 

1470 

30 

1500 

10 

Sal,  & Wages 

Payroll  for 

week 

4 

12 

100 

100 

10 

Gen,  Exp. 

Exp. for  wk. 

5 

14 

175 

175 

10 

Cash  Purchases 

Purchases 

6 

300 

300 

17 

Sal • & Wages 

Payroll  for 

week 

7 

12 

100 

100 

17 

General  Exp. 

Exp. for  wk. 

8 

14 

75 

75 

17 

N.  Nero 

On  account 

9 

4 

750 

750 

24 

Cash. Purchases 

Purchases 

1800 

1800 

24 

Sal.  & Wages 

Payroll  for 

week 

11 

12 

100 

100 

24 

General  ^xp. 

Exp. for  wk. 

12 

14 

50 

50 

30 

K.  Kelley 

Inv.of  9/10 

30-2  % 

13 

1 

931 

19 

950 

30 

Sal.  & wages 

Payroll  for 

week 

14 

12 

100 

100 

30 

General  Exp. 

Exp. for  wk. 

15 

14 

80 

80 

30 

John  I.  Curley 

Salary  for 

Salary 

month 

16 

13 

100 

100 

30 

Notes  Payable 

M.Mann  due 

today 

17 

5 

602 

600 

30 

Interest  Exp. 

20  days  Int 

17 

2 

Cash 

1 

Purchases  Dis. 

15 

Accounts  Pay. 

6 

5800 

General 

/ 

2982 

Balance , September 

30,  1930 

3663 

✓ 

“T&SSfe" 
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2.  SALES  BOOK  MONTH  OF  SEPTEMBER  1930 


1- 


, 

DATE 

ACCOUNTS  DEBITED 

TERMS 

- 

LF 

DETAIL 

1 — ■ " r 

TOTAL 

r 

3 

A.  Anthony 

2/10  N/30 

1 

1200 

3 

B.  Billings 

1/10  N/30 

2 

1000 

3 

Cash  oales 

350 

10 

C.  Conant 

2/10  N/60 

3 

1500 

10 

D.  Danish 

1/30 

4 

1750 

10 

Cash  Sales 

470 

24 

Cash  Sales 

950 

30 

A.  Anthony 

2/10  N/30 

1 

400 

30 

B.  Billings 

2/10  N/30 

2 

300 

30 

C.  Conant 

1/10  N/30 

3 

600 

30 

D.  Danish 

2/10  N/30 

4 

1000 

Total 

9520 

Accounts  Receivable 

• 

3 

9520 

Sales 

8 

9520 

3.  PURCHASES  BOOK  MONTH  OF  SEPTEMBER  1930  -1 


DATE 


=r= 


ACCOUNTS  CREDITED  TERMS 


3 K.  Kelley 
3 L.  Lewis 
3 M.  Mann 
3 N.  Nero 
10  K.  Kelley 
10  L.  Lewis 
10  Cash  Purchases 
24  M.  Mann 
24  N.  Nero 
24  Cash  Purchases 
Total 

Purchases 

Accounts  Payable 


2/10 

2/10  N/30 
On  account 

ft  ft 

1/10  N/60 
1/30 

2/10 

2/10  N/30 


LF 

1 

2 

3 

4 
1 
2 

3 

4 


10 

6 


DETAIL 


500 

1500 

800 

800 

950 

860 

300 

500 

1600 

1800 


TOTAL 


9610 


9610 


9610 


. 


. 


.. 

■ 


■ 
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DEBITS 

rr!f,=7 

GEN.  A( 

3CT.  PAY. 

LF 

800 

3 

50 

4 

250 

9 

1500 

2 

160 

2 

1750 

1010 

/ 

' 4.  GENERAL  JOURNAL  SLPTE.BSR  10,  1930 
EXPLANATION 


-1- 


Issued  Notes: 

20  day  note  for  ^600 
60  day  int.note 

for  200 

Total  ^§CKr 

Invoice  of  9/3/30 


-10- 

N.  Nero  Purch.Ret.& 
Allowances 

Merchandise  returned 


-17- 

Sales  Ret*  & 
Allowances 

Notes  Rec.  D.  Danish 
To  record  goods 
return,  and  30  days 
note  for  balance  of 
9/10/30  bill 


-30- 

L.  Lewis  Purch.Ret.& 
Allowances 
Merchandise  returned 


1010 

1750 

&766 


Posting  Summery 

6 Accts*Pay.  Accts.Rec. 
/ General  General 


CREDITS 

EF  aGCT.RLC.  GEN. 
5 800 


11 

50 

4 

1750 

11 

160 

/ 

1750 

1010 

3 

1750 

1010 

nn/*n 

. 


. 


. 

. 


. ' 


I 


1930 
Sept .17 


1930 
Sept .30 


John  I.  Curley  - Capital 


-7- 


1930 
Sept.  1 


?3  1 9,610 


CR  2 


5,000 


-8- 

9,520 


-9- 


- 10- 


Purchases  Returns  & Allowances 


-11- 


1930 
Sept .10 
17 
24 
30 


1930 
£>ept  .10 
30 


Salaries  &,  v.'ages 

CP  3 100 

3 100 

3 100 

3 100 

Mo  v 


J 1 

50 

1 

160 

^ t 0 

-12- 
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John  I.  Curley  - Salary 

-13- 

1930 

Sept 

.30 

CP 

| 3 

100 

* }l 

General  Expenses 

l 

r 1 
1 

1930 

Sept, 

,10 

CP 

3 

175 

17 

3 

75 

24 

3 

50 

30 

3 

80 

‘ 

Purchases  Discount 

s 

-15- 

1930 

Sept  .30 

C? 

3 59 

Prepaid  Interest 

-16- 

■-  , - ■-*'  — 

1930 

Sept 

,30 

CR 

2 

20 

Interest  Expenses 

-17- 

1930 

sept, 

,30 

CP 

3 

2 

Sales  Discounts 

-18- 

1930 

Sept , 

,30 

CR 

2 

64 
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6.  CUSTOMERS  * LEDGER 


A.  Anthony 


1930 
Sept  .10 
30 


1930 
Sept  • 10 
30 


SB 


1 

1 


1,500 

600 

> /o  c 


1930 
Sept ,17 


D.  Danish 


SB 


a 

' O * 

A* 


1 

1 


1,750 

1,000 

2.  j-sr  ° 


1930 
»ept ,17 


; r 

1930 

1930 

■ T 

! 

Sept , 

3 

„ SB  1 

1,200 

Sept . 

10 

CR 

2 

30 

-tv 

1 

400 

J.-  - .. 

B.  Billings 

1930 

1930 

Sept, 

3 

SB 

1 

1,000 

Sept, 

10 

CR 

2 

30 

j3*o 

1 

300 

> o 

/ , -3  c o 

/3 

l --*-1 

C.  Conant 

J 1 


-1- 

1,200 

-2- 

1,000 

-3- 

1,500 

-4- 

1,750 


. 
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7.  CREDITORS*  LEDGER 


T “ 


1930 
Sect .10 
30 


1930 
Sept • 10 
30 


1930 
Sept .10 


CP 


K.  Kelley 


3 

3 


500 

950 

u £ o 


1930 
Sept  * 3 
10 


L.  Lewis 


CP  3 1,500 

J 1 160 

\ l t 0 


1930 
Sept.  3 
10 


- 


J 1 


800 


M.  Mann 

1930 
Sept.  3 
24 


PB  1 


3 0 

..-i  0 


-1 


500 

950 

,4-r  » 


-2 


1,500 

860 

* 3 t o 


-3- 


800 

500 

/ J « 0 


1930 
Sept .17 
10 


CP  3 

J 1 


N.  Nero 


750 

50 

$ 0 0 


1930 
Sept . 3 
2* 


>!&h 

-ft* 


-4- 


?B  1 800 

1,600 

y % 0 « 


II 


• . 


' 


* 


. 


. 


„ 1 


. - 


224  - 


John  I.  Curley 

8.  Trial  Balance,  September  30,  1930 


1 

Cash 

3,663 

2 

Notes  Receivable 

1,500 

3 

Accounts  Receivable 

2,300 

4 

Equipment 

1,500 

5 

Notes  Payable 

6 

Accounts  Payable 

7 

John  I.  Curley  - Capital 

8 

Sales 

9 

Sales  Returns  & Allowances 

250 

10 

Purchases 

9,610 

11 

Purchases  Returns  & Allowances 

12 

Salaries  Sc.  V.ages 

400 

13 

John  I*  Curley  - Salary 

100 

14 

General  Expenses 

380 

15 

Purchases  Discounts 

16 

expenses  Prepaid  Interest 

20 

17 

Interest 

2 

18 

Sales  Discounts 

64 

T57735- 

9.  List  of  Customers* 

Accounts: 

1 

A*  Anthony 

400 

2 

B.  Billings 

300 

3 

C.  Conant 

600 

4 

D.  Danish 

1.000 

Total 

9,  List  of  Creditors’ 

Accounts : 

2 

L*  Lewis 

700 

3 

M.  Mann 

500 

4 

N.  Nero 

1,600 

2,200 

2,800 

5,000 

9,520 


210 


59 


ray  ws 
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CHAPTER  XIV 


I.L iN UFACTURING  COST 


1.  General  Principles. 

— Broadly  speaking, manufacturing  cost  does  not  differ  essentially 
from  selling  and  trading  costs.  Information  obtainable  from  an 
ordinary  double  entry  set  of  books,  although  mathematically  reliable, 
is  usually  inadequate  for  any  analytical  study.  Manufacturing  cost 
and  records  will  supply  the  information  in  as  much  detail  as  will 
enable  the  management  to  compare  the  different  elements  of  cost  with 
any  ^predetermined  or  standard  figures  or  cost.  Without  this  comparison, 
the  management  will  be  unable  to  determine  the  efficiency  and  progress 
of  the  manufacturing  department  of  the  business. 

Accounting  for  the  daily  financial  transactions  of  a concern  does 
not  generally  supply  accurate  cost  information  or  data.  To  be  sure, 
financial  accounting  provides  for  a record  of  all  expenditures  for 
a given  period  but  it  does  not  show  the  cost  of  maintaining  any  de- 
partment of  the  factory.  Direct  and  indirect  items  are  generally  not 
shown  separately.  Items  of  a variable  and  those  of  a fixed  nature 
should  also  be  determined  from  the  manufacturing  records  in  order  to 
bring  out  more  clearly  the  efficiency  of  the  management.  This  can  be 

— accomplished  by  keeping  at  least  a cost  ledger  as  a subsidiary  to 
the  general  ledger.  As  in  the  case  of  other  subsidiary  ledgers,  the 
control  is  exercised  by  means  of  one  or  more  control  accounts  kept 
in  the  general  ledger.  Preferably  the  cost  ledger  should  be  self- 
balancing. Because  cost  accounting  in  general  is  a subject  too 
technical  and  specialized  in  nature  and  does  not  come  within  the 

— scope  of  the  fundamentals  of  accounting,  it  will  not  be  covered  in 
this  work.  So  much  of  it,  however,  as  will  show  the  importance  of 

-the  subject  and  will  enable  the  reader  to  understand  better  the 
general  manufacturing  accounts  will  be  covered  incidentally. 

2.  Elements  of  Cost. 

The  manufacturing  cost  of  any  article  is  composed  of  three 
elements  (1)  materials,  (2)  labor,  (5)  factory  or  manufacturing  ex- 
penses. ilaterials  include  all  tangible  and  material  goods  which  are 
used  for  the  manufacturing  of  the  product  in  question.  the  first 
and  most  important  element,  materials  consume  approximately  60 S of 
the  total  cost  of  manufacture.  Factory  labor  represents  the  value 
added  to  manufactures.  Labor  is  the  second  element  in  importance. 

About  22;$  of  manufacturing  cost  is  made  up  of  salaries  and  wages. 
Manufacturing  expenses  consume  more  than  18$  of  the  value  of  the 
product  manufactured.  With  the  exception  of  materials  and  labor, 
factory  expenses  include  all  of  the  other  cost  of  manufacture  from 
the  moment  materials  leave  the  stock  room  or  other  storing  places 
for  manufacturing  purposes  until  the  finished  product  reaches  the 
sales  rooms  of  manufacturers. 

Although  manufacturing  expenses  proportionally  represent  the 
smallest  element  of  cost,  they  raise  the  greatest  problems  for  the 
management  of  a manufacturing  industry.  Regardless  of  the  operating 
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capacity  of  a plant,  the  majority  of  expenses  go  on  undisturbed. 
That  is  that  many  expenses  are  incurred  to  the  same  extent  whether 
the  factory  is  working  100#  or  50#  of  its  operating  capacity.  For 
instance,  if  it  is  assumed  that  in  ’’good  times”  the  Cost  of  an 
article  is  made  up  of  materials  vl^50,  labor  902,  and  expenses 
752,  or  a total  of  ^3.15  and  the  capacity  of  the  plant  dropped  to 
50#  of  its  good  time  production,  the  cost  of  the  article  would 
be  v3.90  or  752  more.  The  increase  would  amount  to  nearly  24#  of 
its  good  time  cost  and  the  percentage  of  each  element  would  compare 
as  follows : 


Good 

Time 

Bad 

Time 

# 

Amount 

of 

& .. 

Amount 

Materials 

47.6 

^1.  50 

38.5 

*1.50 

Labor 

28.6 

.90 

23.0 

.90 

Expenses 

23.8 

.75 

38.5 

1.50 

Total 

100.0 

3.15 

100.0 

3.90 

If  it  is  assumed  further  that  the  management  can  make  an 
average  gross  profit  of  25#  of  the  sales  price  in  good  times,  the 
sales  price  would  be  *4.20.  By  applying  the  same  mark  up  to  the 
bad  time  cost,  the  sales  price  would  be  ,;5.20. 

Clearly,  the  sales  price  of  the  above  article  would  be  too  low 
in  good  times  and  too  high  in  bad  times.  The  reason  for  this  is 
that  the  consumer  must,  on  the  average,  pay  for  the  cost  of  the 
article,  cost  of  selling  it,  and  provide  for  a fair  return  on  the 
investor’s  capital  in  fcrder  to  keep  the  manufacturer  in  business. 

This  of  course  should  not  include  the  cost  of  bad  management  because 
fair  competition  7/ ill  eliminate  every  manufacturer  showing  a hi^ier 
cost  than  the  marginal  producer.  It  can  be  readily  seen  then  that 
the  sales  price  should  be  set  somewhere  between  *4.20  and  <^5.20. 

The  normal  price  would  be  about  *4.70. 

Retrospectively  speaking,  it  would  seem  almost  impossible  to 
say  that  a manufacturer  can  set  the  selling  price  of  his  goods  on 
the  basis  of  his  actual  cost  at  any  one  time.  If  this  is  true,  the 
manufacturing  expenses  charged  to  any  goods  produced  must  be  pre- 
determined or  standardized  on  some  reasonable  basis.  Comparisons 
of  actual  expenses  between  periods  are,  however,  important  regard- 
less of  whether  the  normal  cost  theory  is  followed  or  not.  Of 
course  the  fact  is  that  in  practice  between  70#  and  80#  of  the 
manufacturing  concerns  in  the  United  States  keep  no  more  than  simple 
records  for  materials,  labor,  and  manufacturing  expenses.  However, 
through  the  attitude  of  bankers,  manufacturing  industries  are 
rapidly  improving  their  manufacturing  cost  records. 

3.  Real  and  Nominal  Elements. 

In  previous  chapters  real  and  nominal  elements  have  been  mentioned 
several  times;  therefore,  so  much  of  the  subject  as  may  apply  to 
manufacturing  cost  will  be  repeated  or  covered  here.  The  general 
rule  that  real  elements  are  balance,  sheet  items  and  nominal  elements 
are  profit  and  loss  elements  applies  with  equal  force  here  as  elsewhere. 
As  the  profit  and  loss  statement  is  a supplementary  and  complementary 
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schedule  to  the  balance  sheet,  so  the  manufacturing  items  or  pro- 
duction statement  supplements  and  complements  the  profit  and  loss 
statement.  For  this  reason,  manufacturing  elements  are  generally- 
classed  as  nominal  elements  with  the  exception  of  the  three  usual 
-^inventories  present  in  producing  industries.  These  are,  finished 

— goods  inventory^  including  all  goods  manufactured  which  are  ready  to 
be  sold;  goods  in  process  or  partly  finished  goods  which  represent 
goods  in  process  of  manufacture  and  include  materials  in  process, 
and  a fair  proportion  of  manufacturing  expenses;  and  raw  materials 
inventory  which  should  include  the  invoice  price  of  materials 
purchased,  freight  applicable  to  the  materials  on  hand,  and  any 
other  direct  material  cost. 

4.  Direct  and  Indirect  Costs. 

As  a general  proposition,  the  finer  the  classification  of 
accounts  the  easier  may  the  cost  of  an  article  be  found.  The  class- 
ification of  accounts  will  be  greatly  aided  by  subdividing  as  far 
as  it  is  practicable  the  three  elements  in  direct  and  indirect  costs. 
Any  item  of  cost  which  may  directly  be  identified  with  a particular 
product  or  class  of  products  Is  classed  as  direct  cost.  On  the  other 
hand,  costs  which  are  incurred  as  a result  of  the  general  operation 
of  a factory  are  classed  as  indirect  cost . 

Direct  materials  are  those  which  are  used  in  the  manufacture  of 
different  commodities  and  as  materials  are  added  the  increase  in  the 
value  of  the  product  may  be  definitely  seen  and  measured.  Leather 
used  in  shoes,  lumber  used  in  building  of  houses,  and  iron  or  steel 
used  in  a machine  are  examples  of  direct  materials.  Indirect  materials 
include  materials  w^iich  are  necessary  in  manufacturing  of  goods  and 
either  cannot  be  measured  as  to  the  amount  applicable  to  each  article 

— or  class  of  articles, as  coal  used  to  produce  steam  or  power  and 
lubricants  used  to  oil  machinery,  or  it  is  not  practicable  to  do  so. 

—Thread  used  in  shoes,  nails  used  in  building  hou^ses,  and  paint, 
varnish,  and  small  screws  used  in  machines  may  be  examples  of  the 
latter  class  of  indirect  materials* 

Labor  may  likewise  be  divided  into  direct  and  indirect.  Direct 
labor  is  that  which  is  applied  to  the  actual  manufacture  of  goods. 

In  this  case  the  materials  worked  upon  may  be  seen  to  change  in  form 
with  every  minute  of  work  expended  on  the  product.  Indirect  labor 
consists  of  work  which  is  general  in  nature  and  cannot  be  applied 
directly  to  the  product.  It  includes  such  labor  as  that  of  cost 
clerks,  foremen,  superintendents,  watchmen,  etc. 

Although  it  is  sometime  possible  to  subdivide  expenses  into 
direct  and  indirect,  the  general  rule  is  to  apply  expenses  through 
some  indirect  channel  of  distribution.  ..here  any  expense  other  than 
materials  and  labo-r*  is  expended  directly  for  certain  product.  It  may 
-be  classed  a&  direct  expense.  For  example,, certain  kind  of  cured  or 
preserved  meats  Say  be  deposited  or  stored  in  a public  warehouse  for 
the  curing  process.  The  rent  paid  for  storage  may  be  charged  directly 
to  goods  stored.  Indirect  expenses  are  those  which  cannot  be  charged 
to  any  particular  product.  Yet  they  benefit  the  entire  production 
of  a plant.  Most  important  among  these  are  depreciation,  insurance, 
power,  taxes,  and  rent  of  buildings  not  owned. 

5.  Function  of  Manufacturing  Accounts. 

The  function  of  many  accounts  kept  by  a manufacturing  concern 
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presents  no  new  principles.  As  an  instance  of  this,  machinery  and 
equipment  may  be  mentioned.  Whether  equipment  is  used  for  manu- 
— facturing  or  trading  purposes  would  be  immaterial  because  both 
function  and  valuation  would  not  differ  in  any  essential  character- 
istics. For  this  reason,  only  those  accounts  which  are  peculiar 
to  manufacturing  will  be  considered  here.  They  will  be  classed  into 
real  and  nominal  accounts  as  follows: 


Real  accounts  - 


(1) 

Stores 

(2) 

Goods  in  Process 

(3) 

Finished  Goods 

14) 

Pat  ent  s 

(5) 

Patterns  So  designs 

(6) 

Trade  Marks 

(7) 

Copyrights 

(8) 

Tools 

Nominal  accounts  - 

(9) 

Payroll 

(10) 

direct  Labor 

(11) 

Manufacturing  expenses 

(12) 

Manufacturing 

(13) 

Cost  of  Sales 

(1)  Stores 

The  term  stores  is  used  here  as  an  inventory  account  and  a con- 
trolling account.  If  a perpetual  inventory  or  stores  system  is  not 
kept,  the  Raw  Materials  Purchases  Account  and  a return  and  allowances 
account  will  be  kept  to  replace  the  Stores  aocount.  Stores  systems 
are  more  accurate  and  reliable  than  regular  purchases  and  returns 
and  allowances  accounts.  Yet  the  majority  of  manufacturing  enter- 
prises follow  the  latter  method.  However,  the  function  of  Stores 
account  will  be  taken  up  here  because  the  function  of  the  other  two 
accounts  mentioned  is  essentially  like  that  of  the  corresponding 
accounts  used  for  trading  concerns  discussed  in  Chapter  VIII, 

Sections  3 and  4. 

1.  The  purpose  of  a Stores  account  is  to  keep  a controlling 
record  of  raw  materials.  Individual  cards  are  used  for  each  item  of 
materials  kept  for  manufacturing  purposes. 

2.  The  account  is  debited  for  (a)  inventory  of  raw  materials 
on  hand  at  the  time  the  system  is  established,  (b)  cost  of  raw 
materials  purchased,  (c)  for  duties,  if  the  materials  are  imported, 
and  (d)  for  any  freight  which  is  charged  direct. 

3.  It  is  credited  for  (a)  the  cost  of  materials  requisitioned 
by  the  factory,  (b)  cost  of  materials  returned,  and  (c)  allowances 
and  rebates  received.  If  standard  prices  are  used,  the  materials 
requisitioned  may  be  credited  to  the  account  at  standard  cost. 

4.  Ahe  balance  of  the  account  is  a debit  and  represents  the  cost 
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of  stores  on  hand,  .shere  standard  cost  is  used  the  account  may- 
have  to  be  adjusted  through  profit  and  loss  in  order  to  have  the 
balanoe  agree  with  the  cost  of  the  goods  on  hand. 

5.  It  appears  in  the  balance  as  a current  asset  with  other 

inventory  items. 

(2)  Goods  in  Process. 

1.  The  purpose  of  this  account  will  depend  on  the  system  in 
use  by  individual  concerns.  Assuming,  however,  that  it  is  used  as 
an  inventory  aocount  for  closing  purposes,  the  account  will  serve 
to  keep  a record  of  inventory  of  goods  in  process  at  the  end  of 
each  period. 

2.  It  is  debited  at  end  of  each  period  with  the  estimated  in- 
ventory cost  of  goods  in  process.  This  may  be  cone  by  estimating 
the  degree  of  completion  of  goods  in  process  and  charging  that  part 
of  the  labor  and  expenses  determined  by  the  degree  of  completion 

to  the  cost  of  materials  in  process.  For  instance  if  the  complete 
cost  of  an  article  is  estimated  at  £5  made  up  as  follows: 


1.  Materials  <£2.50 

2.  Labor  1.50 

3.  Factory  expenses  1.00 


Total  5.00 


and  the  goods  are  estimated  to  be  one  half  or  50$  completed,  the 
cost  of  each  unit  of  goods  in  process  may  be  determined  as  shown 
below: 


1. 

Materials 

2.50 

2. 

Labor  (50$  of  .£1.50) 

.75 

3. 

Factory  expenses  (50$ 

of  .£1.00) 

.50 

Estimated  cost  of  each 

unit  3.75 


The  total  cost  of  goods  in  process  may  easily  be  determined  by 
multiplying  the  number  of  units  in  process  by  *3.75.  If  more  than 
one  lot  or  class  of  goods  is  in  process,  the  steps  must  be  repeated. 

3.  At  the  end  of  each  period,  the  account  is  credited  for  the 
amount  charged  to  the  account  at  the  close  of  last  period  in  order 
to  remove  the  old  inventory. 

4.  The  balance  is  a debit  and  represents  goods  in  process  at 
the  end  of  each  period. 

5.  It  will  appear  in  the  balance  sheet  as  a current  asset;  and 
where  there  is  no  cost  system,  the  opening  inventory  will  appear 

as  the  first  item  in  the  manufacturing  statement  and  the  closing 
inventory  as  the  last  item  in  the  same  statement  deducted  from  the 
total  manufacturing  charges. 

(3)  Finished  Goods. 
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1.  The  accounting  system  in  use  by  a concern  will  determine 
the  purpose  of  this  account.  It  may  be  kept  either  as  a regular 
merchandise  inventory  or  as  a perpetual  inventory  account,  For 
present  purposes,  the  former  will  be  assumed. 

2.  At  the  end  of  eaoh  period,  the  account  is  debited  with  in- 
ventory of  finished  goods. 

3.  It  is  credited  for  old  inventory  at  close  of  each  period  to 
remove  the  inventory  brought  on  the  books  at  the  close  of  last 
period. 

4.  The  balance  is  always  a debit  and  represents  finished  goods 
on  hand  at  the  balance  sheet  date. 

5.  Before  closing,  the  old  inventory  appears  in  the  cost  of 

—7  sales  section  in  the  profit  and  loss  statement, and  the  new  inventory 
is  deducted  from  the  total  of  the  old  inventory  plus  cost  of  goods 
manufactured.  After  closing,  the  balance  is  listed  a current  asset 
in  the  balance  sheet. 

(4)  Patents 

1.  The  purpose  of  this  account  is  to  keep  under  a special  head- 
ing the  cost  of  developing  patents  and  if  purchased,  the  purchase 
price  paid  for  patents  acquired. 

2.  It  is  debited  for  the  cost  of  patents.  This  cost  will,  of 
course,  include  the  cost  of  those  developed  by  the  concern  and  those 
purchased. 

3.  The  account  is  credited  with  the  amount  of  each  patent 
written  off  at  the  end  of  each  period.  There  seems  to  be  three 
theories  regarding  patents.  First,  because  the  life  of  patents  is 
seventeen  years,  some  accountants  hold  that  one-seventeenth  of  the 
original  cost  should  be  written  off  each  year;  second,  another  group 
hold  that  while  the  benefits  derived  from  a patent  do  not  cease  at 
the  expiration  of  the  legal  life  of  the  patent,  its  cost  should  be 
kept  on  the  books  permanently  and  may  be  merged  with  goodwill; 
thirdly,  others  hold  that  the  cost  of  patents  should  be  written  off 
within  the  useful  and  profitable  life  of  patents  but  that  in  no 
case  should  the  life  be  extended  beyond  seventeen  years.  According 
to  the  writer's  opinion,  the  last  theory  should  be  preferred  for  at 
least  two  reasons.  One  is  that  if  the  profitable  life  is  only  five 
years,  the  cost  should  be  written  within  that  period,  otherwise,  the 
account  will  show  a balance  which  is  worthless  at  the  end  of  the 
five  years.  The  other  reason  is  that  the  value  of  the  patents 
after  seventeen  years  is  conjectural  at  best,  patents  are  not  pro- 
tected beyond  their  legal  life  and  become  public  property. 

4.  The  balance,  if  any,  is  a debit  and  represents  that  portion 
of  the  cost  of  patents  whioh  presumably  benefits  future  operation. 

— * 5.  It  should  appear  on  the  balance  sheet  as  an  asset,  prefer- 

ably uijder  intangible  assets  grouped  separately. 

(5)  Patterns  and  Designs 
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1.  The  two  items  may  be  recorded  under  separate  headings  but 
in  each  case  the  purpose  is  the  same#  It  is  to  keep  under  a des- 
criptive title  the  cost  involved  in  the  making  or  purchasing  of  the 
items  concerned# 

2#  It  is  debited  for  the  cost  of  making  and  purchasing  patterns 
and  designs# 

3#  The  account  is  credited  for  that  portion  of  the  cost  written 
off  at  the  close  of  each  period.  The  depreciation  policy  in  this 
case  should  be  very  conservative  because,  especially  today,  styles 
change  so  rapidly  that  patterns  and  designs  may  be  worthless  after 
the  first  year#  In  fact,  it  is  not  unusual  to  charge  their  total 
cost  to  an  expense  account  at  the  beginning#  When  applied  to 
novelties  and  luxuries,  the  cost  of  patterns  and  designs  and  some- 
time the  cost  of  lasts  used  in  shoe  manufacturing  should  never  be 
capitalized# 

4.  If  the  account  shows  any  balance,  it  represents  the  cost  of 
patterns  and  designs  not  written  off  as  yet  and  is  an  asset. 

5.  Its  balance  should  appear  in  the  balance  sheets  preferably 
under  intangible  assets  or  deferred  charges. 

1 6 ) Trade  Marks 

1#  As  implied  by  the  name  a trade  mark  may  be  a sign,  label, 
trade  name,  or  slogan  and  is  kept  under  a special  heading  to  show 
the  cost  of  active  and  trade  marks  which  are  being  used.  Before 
they  can  have  any  real  and  lasting  value,  however,  they  must  be 
registered  in  the  government  office  at  ..ashington. 

2#  The  account  is  debited  for  any  cost  connected  with  the 
origination  and  registration  of  trade  marks  or  with  the  purchase 
price# 

3#  It  should  be  credited  for  the  cost  of  any  trade  marks  dis- 
carded. 

4.  Its  balance,  if  any,  is  a debit  and  shows  the  cost  of  trade 
marks  in  actual  use. 

5#  The  balance  may  be  listed  on  the  balance  sheet  either  under 
a separate  heading  or  merged  with  goodwill,  preferably  the  former. 

(7)  Copyrights 

1.  A copyright  may  be  acquired  by  filing  an  application  with 
the  Copyright  Office  in  the  Library  of  Congress  at  Washington. 

After  paying  a fee  of  two  dollars  and  a Certificate  of  Registration 
obtained,  the  exclusive  right  of  publication  and  sale  is  acquired 
for  a period  of  twenty-eight  years.  It  may  be  renewed  for  a like 
period.  For  this  purpose  an  account  is  kept  wherein  all  items  of 
cost  are  charged. 

2.  It  is  debited  for  any  cost  arising  out  of  the  registration 
and  acquiring  copyrights. 


m ' 

■ 


. 


. 

. 

' 


232. 


3.  The  account  may  be  credited  with  one-twenty  eighth  of  its 
cost  provided  the  copyright  will  benefit  the  concern  for  that  period. 
As  a general  rule  it  will  not  last  more  than  a few  years;  therefore, 
the  cost  should  be  written  off  within  the  useful  life  of  the  copy- 
right. 

4.  Its  balance  is  always  a debit  and  represents  the  cost  not 
written  off  as  yet  and  which  will  usually  benefit  future  operation. 

5.  It  is  an  intangible  asset  and  should  be  so  listed  on  the 
balance  sheet. 

(8)  Tools 

1.  An  account  with  tools  should  always  be  kept  under  a special 
heading  because  the  amount  invented  in  tools  is  often  large. 

2.  It  is  debited  for  the  cost  of  tools  purchased  or  made  by  the 
concern. 


3.  The  account  is  credited  for  the  cost  of  tools  broken,  lost, 
and  discarded. 

4.  Its  balance  is  a debit  and  represents  the  cost  of  tools  used 
by  the  concern. 

5.  The  balance  is  an  asset  and  is  listed  on  the  balance  sheet  as 
the  last  item  under  fixed  assets. 

Two  other  theories  are  usually  advanced  in  connection  with  the 
accounting  for  tools,  some  concerns  establish  or  determine  a normal 
amount  for  tools  which  is  necessary  to  keep  the  plant  running  without 
interruptions.  A policy  may  be  decided  upon  of  charging  to  expenses 
the  cost  of  all  tools  purchased  or  made  in  subsequent  periods.  In 
this  way,  the  cost  of  normal  amount  of  tools  will  be  carried  on  the 
balance  sheet  as  an  asset  permanently.  Breakage  and  replacements 
will  be  taken  care  of  by  charging  to  an  expense  account  the  entire 
cost  of  tools  broken,  stolen,  etc.,  as  they  are  currently  replaced. 

If  the  standard  quantity  of  tools  on  hand  must  be  increased  or  de- 
creased because  of  changing  conditions,  proper  adjustment  would  of 
course  be  made. 

The  other  theory  is  to  charge  a tools  account  for  the  cost  of  all 
tools  purchased  or  made.  At  the  end  of  each  period,  an  inventory 
of  tools  on  hand  will  be  taken  and  the  difference  between  the  amount 
standing  in  the  tools  aocount  and  those  on  hand  as  determined  by 
actual  inventory  will  he  charged  to  an  account  kept  for  tools  used  or 
some  other  expense  account. 

( 9 ) Payroll 

1.  The  purpose  of  this  account  is  to  keep  the  salaries  and 
wages  paid  or  accrued  in  one  heading. 

2.  It  is  debited  for  all  salaries  and  wages  paid  within  the 

period. 

3.  The  account  is  credited  at  the  end  of  each  period  for  the 
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salaries  and  wages  earned  by  the  employees.  The  corresponding  debits 
will  be  to  office  and  commercial  salaries  and  wages  of  employees 
employed  in  other  than  factory  department,  indirect  labor  for  salaries 
and  wages  of  superintendence,  cleaners,  watchmen,  and  other  general 
labor,  and  direct  or  productive  labor  for  salaries  and  wages  of  those 
employed  in  actual  production. 

4.  The  balance,  if  any,  is  a credit  and  represents  the  salaries 
and  wages  accrued  at  the  enc  of  the  period. 

5.  It  will  be  shown  on  the  balance  sheet  as  a current  liability. 

here  the  payroll  may  be  directly  distributed  weekly,  a payroll 
account  need  not  be  kept.  In  this  case  as  salaries  and  wages  are  paid, 
the  appropriate  accounts  may  be  debited  and  cash  credited.  However  as 
the  salaries  of  some  of  the  officers  and  executives  cannot  be  charged 
directly  to  any  one  account,  the  use  of  a payroll  account  is  often 
preferred.  The  reason  is  that  officers  and  executives  frequently  do 
not  spend  their  whole  time  in  one  department.  Their  salaries  must  be 
apportioned  to  the  departments  which  they  supervise. 

(10)  Direct  Labor 

1.  Its  purpose  is  to  keep  under  one  heading  productive  labor  or 
labor  which  can  be  attached  to  the  product  directly. 

2.  It  is  debited  for  that  part  of  the  payroll  which  is  applic- 
able directly  to  the  producing  departments.  Depending  on  the  system 
used,  the  account  may  be  debited  weekly,  monthly,  or  at  end  of  each 
period  as  explained  in  Lection  9 above. 

3.  The  account  is  credited  monthly  or  at  the  end  of  each  period 
with  productive  labor  transferred  to  manufacturing. 

4.  Before  closing,  its  balance  is  a debit  and  shows  the  direct 
labor  applicable  to  the  product  manufactured  within  the  period.  After 
closing,  the  account  will  show  no  balance  because  it  has  been  trans- 
ferred to  manufacturing. 

5.  Its  balance  will  appear  in  the  manufacturing  statement  next 
to  materials  used. 

(11)  Manufacturing  Lxpenses 

In  practice  this  account  is  generally  kept  as  a controlling 
account,  but  where  detailed  accounts  are  kept  in  the  general  ledger, 
the  function  of  each  individual  account  would  be  practically  the 
same.  Here,  it  will  be  used  as  a control  account  with  the  detail 
accounts  kept  in  an  expense  ledger  or  analysis  sheet. 

1.  Its  purpose  is  to  keep  a summarized  account  of  all  manu- 
facturing expenses  which  will  control  the  detailed  records  kept  in 
other  than  the  general  ledger. 

2.  It  is  debited  monthly  for  the  total  manufacturing  expenses. 

The  debit  may  come  from  the  voucher  register,  purchases  journal,  or 
other  journal  of  original  entry. 
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3.  The  account  is  credited  at  the  end  of  each  period  for  the 
amount  which  is  transferred  to  manufacturing  and  applied  to  the 
cost  of  goods  manufactured  during  the  period. 

4.  Before  closing,  the  balance  is  a debit  and  represents  the 
total  manufacturing  expenses  incurred  within  the  period  in  question. 
After  closing,  the  account  will,  of  course,  show  no  balance. 

5.  Its  balance  appears  in  the  manufacturing  statement  immediately 
following  direct  labor. 

(12)  Manufacturing 

X.  This  account  is  kept  for  summary  purposes  at  the  end  of  each 
period.  It  summarizes  the  manufacturing  activities  for  the  period 
just  closed. 

2.  It  is  debited  for: 

(a)  Goods  in  prooess  at  beginning  of  the  period. 

(b)  Cost  of  materials  used  within  the  period. 

(c)  Direct  labor  for  the  period. 

(d)  Manufacturing  expenses  incurred  for  or  applied  to 
manufacturing  in  the  period  in  question. 

3.  The  account  is  credited  for: 

(a)  Goods  in  process  at  end  of  the  period. 

(b)  Cost  of  goods  manufactured. 

4.  The  account  will  never  show  any  balance. 

(13)  Cost  of  Sales 

1.  The  purpose  of  this  account  is  to  keep  a permanent  record 
of  the  cost  of  goods  sold. 

2.  It  is  debited  for  the  cost  of  goods  manufactured  during  the 
period  and  finishes  goods  inventory  at  the  beginning  of  the  period. 

3.  The  account  is  credited  for  the  finished  goods  inventory  at 
the  close  of  each  period  and  for  the  cost  of  goods  sold.  The  corres- 
ponding debit  is  to  sales. 

4.  If  the  account  is  kept  as  a summary  account  for  closing 
purposes  only,  it  will  show  no  balance.  Bit  if  the  debits  and  first 
credit  are  made  at  the  time  the  books  are  adjusted,  the  account  will 
show  a debit  balance  and  would  represent  the  cost  of  goods  sold  for 
the  period. 

5.  In  the  latter  case,  the  balance  will  appear  in  the  profit  add 
loss  statement  as  a deduction  from  net  sales. 

6.  Perpetual  Inventory  and  Stores  Control. 

whether  a cost  accounting  system  is  installed  by  a concern  or  not, 
it  would  be  advisable,  especially  in  manufacturing  industries,  to 
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keep  a reliable  control  of  materials.  Frequently  the  amount  of 
money  invested  in  materials  is  very  large  and  unless  an  acourate 
control  is  kept  over  them,  losses  will  result  through  an  over  or 

— under  supply  of  materials  on  hand.  If  an  over-supply  is  kept,  the 
amount  of  capital  invested  in  the  excess  materials  would  be  un- 
productive, decline  in  prices  may  cause  a considerable  loss, 
shortages  may  not  be  discovered  readily,  and  they  may  become  ob- 

— solete.  Under-supply  of  materials,  on  the  other  hand,  may  cause  a 
loss  of  orders  because  of  delays  in  obtaining  materials  and  may 
bring  about  interruptions  in  some  departments  of  the  factory. 
Therefore,  it  is  just  as  important  to  prevent  over  supply  as  to 
prevent  an  under  supply  of  materials. 

A close  and  accurate  control  of  materials  may  be  exercised  by 
the  so  called  perpetual  inventory  or  book  inventory  system.  This 
system  contemplates  the  keeping  of  an  accurate  record  of  each  item 
of  material  employed  or  used  in  the  plant.  It  is  a subsidiary 
ledger  or  record  of  materials  controlled  by  a stores  or  other  des- 
criptive account  kept  in  the  general  ledger.  Generally  this  sub- 
sidiary record  is  kept  on  cards  providing  spaces  for  recording 
quantities,  costs,  and  amounts  for  materials  received,  issued, 
and  balance  on  hand.  Perpetual  inventory  cards  are  ruled,  in 
substance  as  follows  - 


NAME  of  COMMODITY 

SHEET  NO. 

MAXIMUM  QUANTITY  I'  I r NTITY  SIZE 

RECEIVED 

[S3UED 

balance 

J 

DATE 

QTJAN 

COST 

j AMT 

DATE 

QUAN 

COST 

amt 

DATE 

QTJAN 

COST 

AMT 

The  form  of  perpetual  inventory  cards  depends  largely  on  the 
information  desired  by  the  individual  concern.  It  may  contain  an 
additional  column  for  materials  on  order  and  it  may  contain  pro- 
visions for  quantities  only. 

Usually  the  advantages  resulting  from  a perpetual  inventory 
system  are  these: 

1.  It  will  help  keep  at  a minimum  the  investment  in  materials 
and  supplies. 

2.  Proper  delivery  of  materials  and  supplies  can  be  made  to 
the  factory  in  the  right  amount  and  at  the  right  time. 

3.  It  will  provide  an  accurate  check  on  purchase  Invoices. 

4.  It  will  aid  the  orderly  arrangement  and  keeping  of  materials 
and  supplies. 
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5.  I’eans  for  the  proper  costing  and  control  of  individual  pro- 
ducts will  be  provided. 

6.  The  expensive  and  often  unreliable  physical  inventory  taking 
will  be  eliminated. 

It  does  not  mean,  however,  that  an  actual  inventory  is  never 
taken  in  connection  with  a perpetual  inventory  system,  livery  item 
of  materials  and  supplies  is  customarily  checked  at  least  once  each 
year.  A certain  number  of  items  is  inventoried  each  month.  An 
attempt  is  usually  made  to  inventory  each  item  when  it  reaches  the 
minimum.  This  will  decrease  both  the  possibility  of  mistakes  and 
the  expenses  involved  in  taking  the  inventory. 

7.  If  a perpetual  inventory  is  also  kept  for  finished  goods,  an 
accurate  profit  and  loss  statement  and  balance  sheet  may  be  prepared 
at  the  end  of  each  month. 

8.  The  perpetual  inventory  will  place  the  responsibility 
correctly  in  connection  with  the  purchasing,  receiving,  storing,  and 
issuing  of  materials  and  supplies. 

Any  discrepancy  between  the  balance  of  eaoh  item  shown  by  the 
perpetual  inventory  and  that  shown  by  actual  count  should,  of  course, 
be  adjusted.  The  adjustment  must  be  carried  to  the  control  account 
and  the  individual  card  concerned.  In  the  most  carefully  kept  in- 
ventory there  will  be  some  difference  between  the  actual  and  book 
inventory;  therefore,  it  should  not  be  concluded  that  unless  the 
system  is  100$  correct  it  should  be  discarded. 

7.  Adjustments  of  ITanufacturing  Accounts. 

The  adjustments  of  manufacturing  accounts  should  create  no  new 
problem.  As  a general  rule,  the  accounts  which  may  need  to  be  ad- 
justed are  taxes  applicable  to  factory  buildings,  machinery,  and 
equipment;  insurance  including  fire,  liability,  use  and  occupancy, 
etc. ; factory  supplies;  repairs  where  they  clearly  benefit  some 
future  period;  rent,  if  the  factory  buildings  are  not  owned; 
royalties;  salaries  and  wages;  and,  of  course,  depreciation  of 
buildings,  machinery,  and  equipment  should  be  entered,  x^ach  item 
must  be  adjusted  so  that  the  expense  elements  are  shown  as  such,  the 
assets  elements  are  properly  deferred,  and  liabilities  are  correctly 
brought  on  the  books.  Unless  this  is  done,  the  manufacturing  cost 
would  be  incorrectly  stated  and  would  finally  affect  the  net  profit 
for  the  period. 

8.  ranufacturing  Summary  and  Schedules. 

At  the  end  of  each  period,  manufacturing  accounts  are  summarized 
into  what  is  known  as  manufacturing  summary,  manufacturing  statement, 
statement  showing  cost  of  goods  manufactured,  or  cost  statement. 

Any  of  the  names  may  be  appropriately  used  except  the  last  or  cost 
statement.  This  term  seems  to  Infer  that  there  is  a cost  system; 
therefore  unless  some  kind  of  cost  accounting  system  is  in  use,  cost 
statement  as  a title  should  be  avoided. 

The  manufacturing  summary  contains  the  goods  in  process  at  be- 
ginning of  the  period,  cost  of  materials  used,  direct  labor,  and 
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manufacturing  expenses.  From  the  total  of  these,  the  goods  in  pro- 
cess at  the  end  of  period  is  deducted  leaving  the  cost  of  goods 
manufactured  as  the  final  figure.  The  form  of  this  statement  is 
shown  below. 


The  Lott  Manufacturing  Co. 

Manufacturing  Statement  for  Month  Ended  July  31,  1930 


Goods  in  Process,  July  1,  1930 
Haw  Materials  Used: 

Raw  Materials  Inventory,  July  1,  1930  $ 12,000 

Raw  Materials  Purchases  % 125,000 

Less-Raw  Materials  Returns  & Allowances  2.500  122,500 
Freight  In  1,800 

Buying  & Receiving  Expenses  4,200 

Total  cost  of  Raw  Materials  Stocked  140,500 

Less-Raw  Materials  Inventory , July  31,  1930  14 , 500 

Raw  !2aterials  Used 
Direct  Labor 
Manufacturing  Expenses: 

Indirect  Labor  5,500 

Superintendence  4,000 

Factory  Supplies  Used  3,650 

Factory  Depreciation  1,800 

Machinery  Depreciation  1,750 

Repairs  750 

Miscellaneous  Factory  . xpenses  725 

Total 

Total  Manufacturing  Charges 
Deduct-Goods  in  Process,  July  31,  1930 
Cost  of  Goods  Manufactured 


$ 8,000 


126,000 

35,000 


18,175 

I377T7U 


5,400 

181.775 


A number  of  schedules  may  be  prepared  to  support  some  of  the 
items  given  in  the  manufacturing  summary,  where  many  types  of  raw 
materials  are  used,  a schedule  may  be  prepared  to  show  the  amount 
of  each  type  of  materials  used.  Quantities  are  sometimes  shown 
therein.  If  any  detail  for  labor  is  desired,  a schedule  may  be  pre- 
pared showing  the  cost  of  direct  labor  for  each  department  of  the 
factory  or  each  class  of  labor.  Details  for  any  item  of  manufactur- 
ing expenses  may  be  required,  or  where  too  numerous,  the  individual 
manufacturing  expenses  may  be  listed  in  a separate  schedule. 


9.  Closing  of  Manufacturing  Accounts. 


The  accounts  appearing  in  the  manufacturing  statement  are 
— generally  closed  into  related  accounts  and  finally  into  Manufactur- 
ing in  the  order  shown  in  the  statement.  For  illustrative  purposes, 
the  closing  entries  for  the  manufacturing  statement  prepared  in  the 
previous  section  will  be  used. 

Closing  Entries,  July  31,  1930 


Ma nufa c t ur i ng 

Goods  in  Process 

To  dose  inventory  in  process  at  7-1-30 


8,000 


8,000 


. 
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July  31,  1930 

Raw  Materials  Purchases  Returns  & Allowances 
Raw  Materials  Purchases 

To  close  former  into  latter  account 


• 2,500 

■Is  2, 500 


-31- 


Raw  Materials  Purchases 
Raw  Materials  Inventory 

To  close  7-1-30  materials  inventory  into 
materials  purchses 


12,000 

12,000 


-31- 


Raw  Materials  iur chases 
Freight  In 

Buying  Sc  Receiving  Expenses 

To  close  latter  into  former  account 

-31- 


6,000 


1,300 

4,200 


Raw  Materials  Inventory 
Raw  Materials  Purchases 

To  bring  onto  the  books  7-31-30  materials 
inventory 


14,500 

14,500 


-31- 


Manuf a c tu  r i ng 

Raw  Materials  Purchases 

To  close  cost  of  materials  used  into 


purchases: 

Inventory  7-1-30  12,000 

Purchases  125,000 

Freight  In  1,300 

Buying  & Receiving  Expenses  4,2-00 

Total  143,000 

Inventory  7-31-30  14,500 

Returns  & Allowances  2,500  17,000 

Materials  Used  126,000 


-31- 


126,000 

126,000 


Manufacturing 
Direct  Labor 

To  close  latter  into  former  account 


35,000 


35,000 


■ 50  - • • . _ . 
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July  31,  1930 


Manufacturing  113,175 

Indirect  Labor  $5,500 
Superintendence  4,000 
Factory  Supplies  Used  3,G50 
Factory  Depreciation  1,309 
Machinery  Depreciation  1,759 
Repairs  750 
Miscellaneous  Factory  Expenses  725 


To  close  latter  into  former  account 

-31- 

Goods  in  Process 
Manufacturing 

To  bring  onto  the  books  the  7-31-39  inventory 
in  process 

-31- 

Cost  of  3ale3  131,775 

Manufac turing  131,775 

To  close  cost  of  goods  made  into  Cost  of  dales 

The  cost  of  goods  manufactured  may  be  closed  into  Finished 
Goods  if  desired,  provided  that  no  perpetual  inventory  is  kept. 

But  if  a perpetual  inventory  is  kept  for  Finished  Good3,  the  eo3t 
of  manufact iring  must  be  closed  into  Finished  Goods. 


5,490 

5,409 


10.  Iroblem  with  all  Elements  Considered. 

A very  simple  manufacturing  problem  is  presented  because  with 
tne  more  difficult  problems,  cost  accounting  questions,  which 
snould  oe  avoided  here,  will  usually  arise. 


. 
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Lake  Manufacturing  Co. 

Trial  Balance.  January  1,  1950  to  June  50 t 1930 


Cash 

Accounts  Receivable 

Reserve  for  Bad  Debts 

Finished  Goods  Inventory  1-1-30 

Goods  in  Process  Inventory  1-1-30 

Raw  Materials  Inventory  1-1-30 

Factory  & Office  equipment 

Reserve  for  Depreciation 

Accounts  Payable 

Capital  Stock 

Surplus 

Sales 

Raw  Materials  Pur chases 

Raw  Materials  Purchases  Returns  & All. 

Direct  Labor 

Indirect  Labor 

Supervision 

Machinery  Depreciation 

General  Manufacturing  Expenses 

Selling  Expenses 

General  & Administrative  Expenses 
Purchases  Discounts 
Sales  Discounts 
Loss  from  Bad  Accounts 


^ 5,000 

38.500 

20,000 

14.500 
12,800 
18,000 


161,500 

41,400 

3.500 

6,000 

1.500 
4,100 
8,600 
7,400 

2,300 

900 

346.000 


1 , 500 


3.000 
27,700 
50,000 

5.000 
256,000 

1,700 


1,100 


From  the  above  trial  balance  prepare: 

1.  Manufacturing  statement 

2.  Profit  and  Loss  statement 

3.  Balance  Sheet 

4.  Closing  entries 

5.  Manufacturing  account  in  T form 

6.  Cost  of  goods  sold  account  in  T form 

The  inventories  at  June  30,  1930  are: 


#15,000 

11,500 

9,700 


Finished  goods 
Goods  in  process 
Raw  materials 


s 

. 
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Exhibit  C 

Lake  Manufacturing  Co. 

1.  Manufacturing  Statement  for  -ix  Months  Ended  June  50.  1950 


Goods  in  Process,  January  1,  1930 
Raw  Materials  Used: 

Raw  Materials  Inventory,  January  1,  1930 
Ra?i  Materials  Purchases  $161,500 

Less- <aw  Materials  Purchases 
Returns  & Allowances  1.700 

Total  Cost  of  Raw  Materials  Stocked 
Less-Raw  Materials  Inventory,  June  30,  1930 
Raw  Materials  Used 
Direot  Labor 
? Manufacturing  Expenses: 

Supervision 
Indirect  Labor 
Machinery  Depreciation 
General  Manufacturing  Expenses 
Total 

Total  Manufacturing  Charges 
Deduct-Goods  in  Process,  June  30,  1930 
Cost  of  Goods  Manufactured 


$12,800 


159.800 


9.700 


6,000 

3.500 

1.500 
4,100 


$ 14 , 500 


162,900 

41,400 


15,100 

233,9’OT) 

11,500 


Exhibit  B 

Lake  Manufac t uri ng  Co. 

2.  Profit  & Loss  statement  for  Six  Months  Ending  June  50,  1930 


Sales 

Deduct  - Cost  of  Sales: 

Finished  Goods,  Inventory  ,20,000 

Cost  of  Goods  Manufactured  - 

(See  Exhibit  C)  222,400 

Less-Finished  Goods  Inventory, 

June  30,  1930 
Gross  Profit 

Deduct  - Operating  expenses: 

Selling  Expenses 

General  & Administrative  Expenses 
Net  Operating  Profit 
Add  - Other  Income: 

Purchases  Discounts 
Total  Income 
Deduct  - Other  Charges: 

Sales  Discounts 
Loss  from  Bad  Acoounts 
Net  Profit 


$ 256,000 


$242,400 

15.000  227,400 




8,600 

7,400 


16.000 

12,606 


1,100 

T37TOT 


2,300 

900  3,200 
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Inhibit  A 

Lake  I anufacturing  Co. 


3.  Balance  Sheet,  June 

30,  1930 

Assets 

Current  Assets: 

Cash 

4 5,000 

accounts  Receivable  38,500 

Less-ftoserve  for  Bad  Debts  1,500 

37,000 

Finished  Goods  Inventory 

15,000 

Goods  in  Process  Inventory 

11,500 

Raw  Materials  Inventory 

9.700 

4 78,200 

Fixed  Assets: 

Factory  & Office  Equipment 

18,000 

Less-Reserve  for  Depreciation 

3,000 

15.000 

Total  Assets 

v93,200 

Liabilities  & 

Capital 

Current  Liabilities: 

Accounts  Payable 

27,700 

Capital: 

Capital  Stock 

50,000 

Surplus 

5,000 

Net  Profit 

10,500 

15,500 

65,500 

Total  Liabilities  5 Capital 

4.  Closing  Entries,  June  30,  1930 

Manufacturing  ^ 14,500 

Goods  in  Process 

To  close  goods  in  process  at  January  1,  19  30 
into  Manufacturing. 

-30- 

Raw  Materials  Purchases  Returns  & Allowances  1,700 

Raw  Materials  Purchases 

To  ciose  purchases  returns  & allowances 
into  purchases 

-30- 

Raw  Materials  Purchases  12,800 

Raw  Materials  Inventory 

To  close  January  1,  1928,  raw  materials 

inventory  into  raw  materials  purchases 


-30- 

Raw  Materials  Inventory 
Raw  Materials  Purchases 

To  bring  onto  the  books  the  Raw 

Materials  inventory  at  June  30,  1930 


14 , 500 


9,700 


1,700 


12,800 


9,700 


. 
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June  30,  1930 


Manufacturing  .162,900 

Raw  Materials  Purchases  $162,900 

To  close  the  cost  of  raw  materials  used 
into  purchases: 

Inventory  1-1-30  12,800 

Pur chases  161 , 500  174,300 

Less: 

Returns  & Allowances  1,700 
Inventory  6-30-30  9,700  11,400 

Materials  Used  . 162,900 


-30- 


Tanuf  acturing 
Direct  Labor 
To  close 


41,400 


latter  into  former  account 


41,400 


-30- 

Manuf acturing 
Supervision 
Indirect  Labor 
’'achinery  Depreciation 
General  Manufacturing  expenses 

To  close  manufacturing  expenses 
Manufacturing 

-30- 


15,100 


into 


6,000 

3 . 500 

1 . 500 
4,100 


Goods  in  Process 
J'anuf  acturing 

To  bring  onto  the 
June  30,  1930 


11,500 


books  Goods  in  Process  at 


11,500 


-30- 


Cost  of  Goods  Gold 
Manufacturing 

To  close  cost  of  inanuf ac taring  into  Co3t  of 
Goods  Sold: 


222,400 


Goods  in  Process  1-1-30 
Materials  Used 
Direct  Labor 
Manufacturing  Expenses 
Total  Charges 
Goods  in  Process 
Manufacturing  Cost 


14.500 

162.900 
41,400 
15,100 

233.900 

11.500 
222,400 


222,400 


-30- 


Cost  of  Goods  Sold 

Finished  Goods  Inventory 

To  close  latter  into  former  account 


20,000 


20,000 


if  I 


, 
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June  30,  1930 


Finished  Goods  Inventory- 
Cost  of  Goods  Gold 

To  bring  onto  the  books  6-30-30  Finished 
Goods  Inventory 


Si 5 ,000 

15,000 


-30- 


Gales 

Cost  of  Goods  Sold 

To  close  cost  of  sales  into  sales: 

Finished  Goods  Inventory  1-1-30  20,000 


Manufacturing  Cost 

Total  Goods  Stocked 
Finished  Goods  Inventory  6-30-30 
Cost  of  Goods  Gold 


227,400 


:.22,400 

242.400 
15,000 

227.400 


227,400 


-30- 

Oales  28,600 

Profit  ft  Loss  28,600 

To  gross  profit  into  Profit  ft  Loss: 

Sales  256,000 

Cost  of  Goods  Sold  227,400 

Gross  profit  ^23,600 

-30- 

Profit  ft  Loss  16,000 

Selling  Expenses  3,600 

General  ft  Administrative  Expenses  7,400 

To  close  operating  expenses  into  Profit  ft  Loss 

-30- 


Purchases  Discounts  1,100 

Profit  ft  Loss  1,100 

To  close  other  income  into  Profit  ft  Loos 

-30- 

Profit  & Loss  3,200 

Sales  Discounts  2,300 

Loss  from  Bad  Accounts  900 

To  close  other  charges  into  profit  ft  Loss 


-30- 


i refit  ft  Lo s 3 10,500 

Surplus 

To  close  the  net  profit  for  the  six  months 
into  Surplus 


10,500 


. 
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5.  Manufacturing 


Inventory- 
Mat.  'Jsed 
Labor 
Mfg.  ^xp. 


v 14,500 
162,900 
41,400 
15.100 

sSa.Sbb' 


v 11,500  Inventory 
222,400  Mfg.  Cost 


233,905 


6.  Cost  of  Goods  Sold 


Mfg.  Cost 
Fin.  Goods  Inv. 


222,400 

20,000 

"STQgff 


v 15,000  Fin.  Goods  Inv. 
227,400  Cost  of  Sales 
^■'4W 


As  in  every  other  phase  of  accounting,  the  form  of  the  manufactur- 
ing statement  differs  in  practice.  Some  accountants  show  therein  the 
prime  cost  - i.e.  total  materials  used  and  direct  labor.  Other  account- 
ants show  the  inventories  in  process  at  the  end  of  the  statement.  Al- 
though the  result  will  be  the  same,  it  does  not  seem  to  conform  with 
the  facts.  Goods  in  process  are  in  the  factory  at  the  beginning  of  the 
period.  To  this,  materials,  labor,  and  expenses  are  added.  As  goods 
are  finished,  they  are  taken  out  of  the  factory  and  at  the  end  of  the 
period  some  unfinished  goods  invariably  remain  in  the  factory.  There- 
fore, it  seems  consistent  to  list  the  beginning  inventory  first  and 
the  ending  inventory  last. 

The  preparation  of  a work  sheet  for  a manufacturing  industry  is 
practically  the  same  as  for  other  businesses,  except  that  two  more 
columns  are  used  for  Manufacturing.  Manufacturing  items  are  listed 
into  debits  and  credits,  as  in  the  profit  and  loss,  and  the  difference 
is  transferred  to  the  credit  side  to  balance  the  two  columns.  The 
difference  represents  the  cost  of  goods  made  and  is  transferred  to  the 
debit  side  of  the  profit  and  loss^like  purchases  in  a trading  concern. 
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CHAPTER  XV 
PARTNERSHIP 


1.  General  Principles 

A partnership  may  be  defined  as  an  association  of  two  or  more 
persons  to  carry  on  a business  for  profit  as  co-owners.  It  may  be 
seen  that  a pernership  from  a legal  point  of  view  must  be  organized 
for  the  operation  of  some  business.  This  definition  applies  to  the 
so-called  general  partnership.  If  desirable  a limited  partnership 
may  be  formed.  The  limited  partnership  is  an  association  of  two  or 
more  individuals  having  at  least  one  general  partner  and  one  or  more 
limited  partners. 

In  a general  partnership,  every  partner  is  liable  unlimitedly 
for  the  debts  of  the  partnership  notwithstanding  any  agreement  among 
themselves.  This  will  apply  whether  the  investment  made  by  each 
partner  constitutes  the  entire  capital  of  the  firm  or  a very  small 
fraction  of  the  whole.  For  instance,  one  partner  may  have  invested 
^50,000  as  his  share  and  another  invested  *1,000  and  if  the  creditors 
cannot  obtain  payment  for  any  money  due  them,  they  may  collect  the 
entire  amount  due  them  from  either  partner.  Partnership  agreements 
although  binding  upon  the  partners  will  generally  have  no  effect  on 
creditors.  There  are  some  exceptions  to  this  rule.  An  example  of 
this  would  be  where  one  partner  is  forbidden  by  agreement  to  buy 
merchandise  and  the  creditor  has  actual  knowledge  of  this  fact.  If 
the  partner  should  appropriate  the  merchandise  to  his  own  use,  the 
creditor  could  not  recover  in  spite  of  the  fact  that  the  partner  may 
have  represented  that  the  goods  were  being  purchased  for  the  partner- 
ship business. 

The  liability  of  partners  in  a limited  partnership  is  like  that 
of  partners  in  a general  partnership  except  that  a limited  partner  is 
liable  only  to  the  extent  of  his  investment.  In  some  respects,  the 
limited  partner  may  be  compared  with  a stockholder  of  a corporation. 

A partnership  may  be  created  by  agreement  or  it  may  in  some  cases 
result  by  implication.  The  agreement  may  be  either  written  or  oral 
and  it  may  be  for  a term  or  at  will.  If  it  is  for  a term,  the  life 
of  the  partnership  is  for  the  period  agreed  upon,while  if  it  is  at 
will,  the  partnership  relation  may  be  terminated  by  the  will  of  a 
partner  at  any  time  upon  giving  a reasonable  notice  of  his  intention 
to  the  other  partners.  Circumstances  in  each  individual  case  will 
determine  the  reasonableness  of  the  notice.  One  week’s  notice  may 
be  reasonable  in  one  case  and  six  months*  notice  may  be  unreasonably 
short  in  another. 

The  general  rule  is  that  unless  two  or  more  persons  are  partners 
as  to  each  other,  they  are  not  partners  as  to  third  parties.  But  a 
partnership  by  implication  may  arise  where  a person  so  conducts  him- 
self before  a third  party  who,  in  reliance  upon  his  act,  gives  credit 
to  a partnership  or  person  with  whom  he  is  not  really  associated  and 
loses  as  a result.  For  example  A and  B who  are  not  partners  may  go 
to  C*s  place  of  business  and  A asks  C to  give  him  credit  for  5,000. 

C refuses  to  grant  such  a credit  to  A who  thereupon  tells  C that  B 


- . 


’ ■ 
■ 


- 


- 


...  ••  . . 

• ' 

' 

1 ’*■'  ' 


* 

- 

' ...  ‘ ' ' . — ’ • 

. . - 

1 " ’ 


247. 


is  Ilia  partner.  B regains  silent.  C,  believing  that  A and  B are 
partnero  extends  to  A tne  £5,000  credit.  Later  A fails  and  C de- 
mands 35,000  from  B.  He  is  liable  to  C. 

2.  Determination  of  Whether  a Partnership  ixists. 

The  law  of  contracts  will  usually  be  applied  in  determining 
wnether  a partnership  exists  between  two  or  more  persons.  But  as 
to  third  persons  tne  following  rules,  as  stated  by  the  Uniform 
Partnersip  Act,  Section  8,  shall  apply- 

1.  Except  as  provided  by  section  ’’sixteen",  persons  who  are 
not  partners  as  to  each  other  are  not  partners  as  to  third  parties. 

2.  Joint  tenancy,  tenancy  in  common,  tenancy  by  the  entireties, 
joint  property,  common  property,  or  part  ownership  does  not  of  it- 
self establish  a partnership,  whether  such  co-owners  do  or  do  not 
3hare  any  profit  made  by  the  use  of  tne  property. 

3.  Charing  of  gross  returns  doe3  not  of  itself  establish  a part- 
nership, whether  or  not  the  persons  sharing  them  have  a joint  or 
common  right  or  interest  in  any  property  from  which  returns  are 
derived. 

4.  The  receipt  by  a person  of  a 3hare  of  tne  profits  of  the 
business  is  prima  facie  evidence  that  he  is  a partner  in  tne  busi- 
ness, but  no  such  inference  shall  be  drawn  if  such  profits  were 
received  in  payment; 

(a)  Of  a debt  by  installment  or  otherwise. 

(b)  As  wages  of  an  employee  or  rent  to  a landlord. 

(c)  As  an  annuity  to  a widow  or  representative  of  a deceased. 

id)  As  interest  on  a loan,  though  the  amount  of  payment  vary 

with  tne  profits  of  tue  business. 

(e)  As  the  consideration  for  the  sale  of  the  goodwill  of  a 

business  or  other  property  by  installments  or  otnerwise. 

Section  16  provides  that  although  a person  is  not  actually  a 
partner,  he  might  so  conduct  himself  before  a third  party  that  he 
gives  credit  to  another  person,  and  as  a result  tne  third  party 
loses.  If  he  consents  to  be  or  act3  as  a partner  , he  will  be 
liable  to  anybody  who,  relying  on  this  fact,  gives  the  real  or 
apparent  partnership  credit  and  loses  as  a result  of  it. 

Two  persons  may  own  a tract  of  land  which  they  rent  to  a tnird 
party  and  share  the  proceeds  equally,  and  yet  the  relation  would 
not  make  theta  partners.  ( r they  may  purchase  a two-family  house 
and  each  live  in  one  of  the  aprtments  and  at  the  end  of  each  year 
snare  the  profit  derived  equally.  ?hi3  relationship  would  not 
constitute  a partnership. 

The  sharing  of  the  gross  returns  derived  from  the  combined  lab  r 
and  capital  of  two  or  more  persons  would  not  make  them  partners, 
agreed  with  B to  furnish  a yard  for  making  bricks  and  put  it  in  order, 

B agreeing  to  furnish  the  materials  and  labor  for  making  the  bricks, 
aen  tae  bricks  were  made,  they  were  divided  equally  between  A and 

3.  Yet  the  relation  was  held  not  to  amount  to  a partnership.  Another 
example  may  be  where  A has  materials  enough  to  make  two  pairs  os  shoes 
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and  B agrees  to  make  them,  return  one  pair  to  A,  and  keep  one  pair 
for  himself. 

One  person  may  agree  with  another  to  repay  a debt  owed  period- 
ically based  at  a certain  percent  of  profit  without  binding  them 
as  partners.  The  amount  of  wages  or  rent  to  be  paid  an  employee 
or  landlord  may  be  fixed  at  a certain  percent  of  the  net  profit 
without  creating  a partnership  between  them.  An  agreement  may  be 
made  whereby  the  interest  on  a loan  is  fixed  at  a certain  propor- 
tion of  the  net  profit  without  the  danger  of  binding  themselves  as 
partners.  Nor  a" partnership  will  result,  if  payment  for  the  sale  of 
goodwill  is  to  be  made  by  installments. 

3.  Relations  of  Partners  to  Lach  Other. 

Partners  are  bound  by  any  agreement  made  among  themselves,  in 
the  absence  of  any  agreement,  one  partner  has  neither  greater  nor 
less  rights  in  the  conduct  of  the  partnership  business.  Regardless 
of  the  ability  of  each,  no  partner  is  entitled  to  a salary.  No  in- 
terest on  investment  is  allowed  a partner  by  law,  unless  he  has  con- 
tributed beyond  his  agreea  share,  ^ach  partner  can  buy,  sell,  or  do 
any  other  act  which  comes  within  the  scope  of  the  business. 

As  a rule  the  relation  between  the  partners  and  the  partnership 
— is  one  of  agency;  therefore,  each  partner  is  the  general  agent  of  the 
parthership.  This  is  so  whether  they  intend  it  or  not  in  the  absence 
of  a partnership  agreement  providing  otherwise.  The  agency  relation- 
ship covers  all  acts  which  are  necessary  for  the  proper  conduct  of  the 
business.  Like  other  agents,  partners  oannot  keep  any  profit  or 
benefit  derived  while  apparently  or  actually  working  for  the  partner- 
ship or  employed  within  the  scope  of  the  business.  Of  course  this 
agency  relation  does  not  extend  to  transactions  involving  the  sale 
of  fixed  assets,  goodwill,  or  both. 

4.  Relation  of  Partners  to  Outside  Parties. 

The  acts  of  the  partners  bind  the  partnership.  Although  agree- 
ments among  the  partners  are  binding  on  themselves,  they  will  not 
affect  the  rights  of  third  parties  against  the  firm.  One  of  the 
partners  may  have  agreed  not  to  issue  any  promisory  note  to  bind  the 
partnership;  yet  the  holder  of  a note,  whether  an  immediate  holder 
or  transferee,  may  enforce  payment  on  the  note.  The  same  rule  would 
be  applied  to  transactions  which  are  apparently  within  the  ordinary 
scope  of  the  firm’s  business.  However,  if  a third  party  actually 
knows  of  an  existing  agreement  between  the  partnership  and  the  in- 
dividual partner's  laok  of  authority,  the  third  party  cannot  hold 
the  partnership  responsible  for  the  unauthorized  acts  of  the  partner, 
-here  the  acts  of  the  individual  partner  are  clearly  beyond  the  scope 
of  the  firm  business,  thiM  parties  can  never  hold  the  partnership 
liable  therefor.  For  instance  if  A and  B are  partners  in  a retail 
grocery  business  of  a local  nature  and  A purchases  from  an  automobile 
dealer  a sedan  for  *1,000  representing  to  the  dealer  that  the  auto- 
mobile is  for  the  partnership  and  it  will  be  used  for  business  pur- 
poses, the  firm  is  not  liable  for  the  *>1,000.  Of  course  if  the 
partner  had  purchased  a truck  instead  of  a sedan  the  partnership 
could  be  held  for  the  purchase  price  of  the  truck. 
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5,  Function  of  Partnership  Accounts, 

The  general  accounts  of  a partnership  business  do  not  differ 
in  any  material  respect  from  those  of  any  other  business.  In  fact, 
accounts  do  not  differ  in  accordance  with  the  legal  organization 
of  the  individual  concern.  There  are,  however,  certain  accounts 
— which  affect,  the  net  worth  of  the  business,, peculiar  to  practically 
every  type  of  legal  organization  and  also  accounts  which  affect 
the  relation  of  the  owners  to  one  another  and  of  the  owners  to  the 
business  itself. 

Partnership  accounting  includes  the  accounting  of  transactions 
affecting  partnership  agreements  and  other  ownership  or  equitable 
relationships  of  partners.  Accounts  peculiar  to  partnership 
accounting  usually  are  as  follows: 

(1)  Partners*  Capital  accounts 

(2)  Partners*  Current  accounts 

(3)  Partners*  Drawing  accounts 

(4)  Partners*  Salary  accounts 

(5)  Partners*  Personal  accounts 

(6)  Interest  on  Partners*  capital 

(7)  Partners*  Loan  accounts 

(1)  Partners*  Capital  accounts. 

1.  In  substantially  all  cases  a capital  account  is  kept  for 
each  partner.  Infrequently  a partnership  is  met  with  where  one  of 
the  partners,  because  of  his  greater  skill  or  business  experience, 
is  admitted  to  the  firm  to  share  in  the  profits  without  any  capital 
contribution.  The  purpose  of  the  accounts  kept  is  similar  in  every 
respect.  That  is  to  keep  under  each  partner *s  name  the  investment 
made  by  him  in  respect  to  capital. 

2.  ^very  account  is  credited  for  the  amount  of  capital  invested 
or  agreed  contribution  by  the  respective  partners  and  where  no  other 
account  is  kept  for  a partner,  the  account  will  be  credited  for 
profits  at  the  end  of  each  period. 

3.  It  is  debited  for  any  reduction  of  capital  and  if  no  other 
account  is  kept,  for  the  periodic  loss  of  the  business.  It  may  also 
be  debited  for  merchandise  or  other  assets  taken  out  of  the  business 
for  personal  use. 

4.  The  balance  is  normally  a credit  and  in  the  absence  of  other 
accounts  with  him,  represents  the  interest  or  the  share  of  the 
partnership  net  assets  belonging  to  the  partner  in  question.  Of 
course  if  the  balance  is  a debit,  it  represents  the  deficiency  of 
that  partner. 

5.  Its  balance  is  shown  on  the  balance  sheet  in  the  net  worth 
section. 

(2)  Partners*  Current  Accounts. 

1.  The  purpose  of  the  account  is  to  record  the  agreed  contribu- 
tion of  the  partner  under  a special  title  in  order  to  show  whether 
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he  has  done  what  he  agreed  to  do* 

2.  It  is  debited  for  the  agreed  contribution  of  the  partner  at 
the  time  the  agreement  is  made, 

3*  Actual  contributions  as  capital  are  credited  to  this  account. 

4.  The  balance  is  normally  a debit  and  represents  the  amount  by 
which  the  partner  is  short  in  his  actual  performance*  If  a credit, 
the  balance  shows  the  excess  contribution  of  the  individual  partner. 

5.  Its  balance  is  listed  on  the  balance  sheet  a3  a deduction 
from  or  addition  to  his  capital  account* 

(3)  Partners*  drawing  Accounts. 

1.  Frequently  a special  account  is  kept  to  record  the  drawings 
of  each  partner  and  sometimes  to  control  all  changes  which  take 
place  in  the  partner’s  interest  within  the  period. 

2.  It  is  debited  for  drawings  made  by  the  partner,  charges  to 
his  account,  and  for  any  loss  incurred. 

3.  'j-'he  account  is  credited  for  profits  earned,  interest  on 
partner’s  investment,  and  any  temporary  investment. 

4.  Ahe  balance  may  be  either  a debit  or  credit  and  represents 
the  deficiency  or  excess  capital  of  the  partner. 

5.  As  with  the  balance  of  the  current  account,  it  is  added  to 
or  subtracted  from  the  capital  when  preparing  the  balance  sheet. 

(4)  Partners’  Salary  Accounts. 

1.  where  the  partnership  agreement  provides  for  salary,  the 
salary  of  each  partner  is  transferred  when  due  to  a partner’s  salary 
account;  therefore,  its  purpose  is  to  keep  a record  of  the  salary 
accrued  to  the  partner  and  that  withdrawn  by  him. 

2.  ^he  account  is  credited,  usually  at  the  end  of  each  month, 
for  the  salary  accrued  to  the  individual  partner. 

3.  It  is  debited  for  amounts  withdrawn  by  the  partner  for 
salary  earned  or  to  be  earned. 

4.  Its  balance  may  be  a debit  or  a credit.  If  a debit,  it 
represents  unearned  salary  withdrawn,  and  if  a credit,  the  balance 
shows  the  salary  earned  but  not  as  yet  withdrawn  by  the  partner. 

5.  It  should  be  listed  on  the  balance  sheet  as  an  addition  to 
or  deduction  from  the  partner’s  capital. 

(5)  Partners’  Personal  Accounts. 

1.  Partners  may  desire  to  keep  individual  accounts  involving 
all  transactions  between  them  and  the  partnership  with  the  exception 
— of  permanent  capital  investment;  therefore^  the  purpose  of  each  account 
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— ~ would  be  to  record  transactions  other  than  capital  invested  for 
-^permanent  use  under  a special  heading. 

2.  It  would  be  debited  for  withdrawals  of  all  sorts,  for  any 
merchandise  or  other  assets  taken  out  of  the  business  for  personal 
use,  and  for  his  share  of  losses  incurred  by  the  business. 

3.  1'he  account  is  credited  for  additional  investments  when 
made  for  temporary  purposes,  salaries  earned  by  the  partner,  and 
periodic  profits  earned.  In  the  last  case,  of  course,  it  will  be 
for  his  share  of  the  profits. 

4.  At  the  end  of  each  period,  the  balance  may  be  a debit  or  a 
credit.  If  a debit,  it  represents  the  excess  withdrawals,  losses, 
or  both  over  temporary  investments,  profits,  or  both.  The  reverse 
would  be  true  if  the  balance  is  a credit. 

5.  In  preparing  the  balance  sheet,  the  balance  is  added  to  or 
subtracted  from  the  capital  account  of  each  partner  concerned. 

(6)  Interest  on  Partners’  Capital. 

1.  The  purpose  of  this  account  is  to  keep  the  interest  allowed 
on  partners’  investments  separate  from  interest  paid  or  accrued  on 
aotual  liabilities.  Interest  of  this  type  is  not  a true  expense 
but  simply  a book  expense  and  if  combined  with  other  interest,  the 
apparent  result  may  be  misleading  especially  to  outsiders. 

2.  It  is  debited  periodically  with  the  total  interest  allowed 
on  the  partners’  capital. 

3.  When  the  books  are  closed,  the  account  is  credited  for  the 
total  standing  on  the  debit  side.  The  corresponding  debit  is  to 
profit  and  loss. 

4.  Before  closing,  the  balance  is  a debit  and  represents  the 
total  interest  allowed  on  the  capital  of  all  the  partners. 

5.  The  balance  may  be  listed  as  an  other  charge  or  preferably 
deducted  from  the  net  profit  for  the  period  in  the  profit  and  loss 
statement . 

(7)  Partners’  Loan  Aocounts. 

1.  Frequently  the  partners  may  agree  to  treat  as  loans  any 
excess  investment  or  amounts  contributed  by  any  partner  to  enable 
the  partnership  to  meet  any  emergency.  For  this  reason  a loan 
account  may  be  kept  for  any  partner  who  has  contributed  beyond  his 
share. 

2.  The  account  is  credited  for  excess  investments  treated  as 
loans  and  for  any  actual  loan  made  by  the  partner  to  the  business. 

3.  It  is  debited  for  the  repayment  of  amounts  due  the  partner 
and  for  amounts  which  may  be  transferred  to  the  capital  account  or 
used  to  offset  any  subsequent  partner’s  share  of  losses  incurred. 
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4.  The  balance,  if  any,  is  a credit  and  represents  the  obliga- 
tion of  the  partnership  to  that  partner  other  than  for  capital. 

5.  It  may  be  and  generally  is,  listed  as  a liability  on  the 
balance  sheet.  The  intention  of  the  partners  will  determine  whether 
it  should  be  listed  as  a current  or  fixed  liability. 

The  above  practice^ although  practically  correct,  legally  is 
inoorrect  because  partners1  loans  are  not  regarded  as  liabilities 
ranking  on  a par  with  liabilities  to  outside  creditors.  In  this 
connection  the  Uniform  Partnership  Law  states  that  in  case  of  dis- 
solution the  assets  of  the  business  shall  be  applied  in  the  order 
named  below: 

1.  Liabilities  to  outside  creditors 

2.  Liabilities  for  loans  due  partners 

3.  Repayment  of  partners*  investments 

4.  Remainder?  if  any,  in  respect  to  profits 

This  means  in  effect  that  until  the  outside  creditors  are  paid 
in  full,  the  partners  are  not  entitled  to  anything. 

6.  Formation  of  Partnership. 

The  formation  of  a partnership  requires  no  special  form,  but 
all  the  elements  of  a contract  must  be  present.  There  must  be 
competent  parties.  Minors,  habitual  drunkards,  and  persons  of  un- 
sound mind  can  never  make  a good  contract  which  would  bind  them. 

If  they  should  enter  into  a contract,  they  can  usually  hold  the 
other  parties, but  they,  themselves,  cannot  be  held.  The  subject 
matter  of  the  contract  must  be  legal.  A contract  or  partnership  to 
sell  iffrtoxi  eating  ■■■liquor,  for  example,  would  be  invalid.  There  must 
be  a meeting  of  the  minds.  In  other  words,  the  parties  must  agree 
on  the  same  thing;  otherwise  there  -would  be  no  contract.  It  is 
necessary  to  have  a consideration  in  the  contract. 

Although  a written  agreement  is  not  necessary  to  form  a partner- 
ship, it  will  prevent  disagreements  later  if  the  contract  is  in 
writing  and  contains  at  least  the  following  provisions: 

1.  Names  of  the  partners  and  partnership. 

2.  The  nature  of  the  business. 

3.  The  location  of  the  business. 

4.  Amount  of  capital  to  be  invested  by  each  partner  and 
any  provisions  in  regard  to  partners  investing  more  or 
less  than  stated  in  the  agreement. 

5.  Duties  of  each  partner. 

6.  Salary  to  be  allowed  each  partner. 

7.  Method  and  time  of  distribution  of  profits  and  losses. 

8.  How  to  handle  withdrawals  if  any  is  allowed. 

9.  The  term  or  length  of  time  the  partnership  is  to  continue. 

10.  Method  of  liquidation  in  case  of  disability  or  death 

of  a partner  and  method  of  arbitration  in  regard  to 
disputes. 

where  the  terms  of  a partnership  are  clear  and  definite,  the 
books  of  the  firm  may  be  opened  simply  by  recording  the  amount  in- 
vested by  each  partner,  or  the  amount  agreed  to  be  invested  if  the 
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agreement  is  as  of  one  date  and  the  actual  contributions  need  not 
be  made  on  the  same  date. 

If  A and  B form  a partnership  by  investing  *5,000  each,  the 
books  may  be  started  by  the  following  entry- 

Cash  .$10,000 

A - Investment  .$5,000 

B - Investment  5,000 

However,  if  A and  B ’agree'1  to  form  a partnership  on  a later 
date  by  each  investing  *5,000,  the  books  may  be  opened  before  actual 
payment  is  made  by  the  entry- 

A - Current  Account  5,000 

B - Current  Account  5,000 

A - Capital 
B - Capital 

Assuming  that  later,  A pays  his  *5,000  and  3 pays  only 
the  entry  would  be  - 

Cash  9,000 

A - Current  Account 
B - Current  Account 

After  the  above  two  entries  are  posted,  the  books  will 
two  things- 

1.  «hat  they  agreed  to  do. 

2.  What  they  actually  did. 

B in  the  above  case  did  not  perform  as  he  agreed  and  is,  there- 
fore, liable  to  the  partnership  for  the  *>1,000  deficiency. 

Agreements  may  be  made  to  invest  any  property  or  property  rights 
such  as  - cash,  merchandise,  buildings,  equipment,  notes,  mortgages, 
and  name  (goodwill).  ».hen  property  other  than  cash  is  invested,  the 
agreement  must  provide  for  the  basis  of  valuation,  otherwise  dis- 
agreements will  usually  result. 

Suppose  that  C and  D form  a partnership  by  C investing  cash 
,y3,000  and  merchandise  valued  at  ^7,000.,  and  £ a store  building  which 
cost  ^QyOOO  in  1917.  It  is  agreed  that  its  life  should  be  estimated 
at  40  years.  The  cost  to  replace  a like  structure  in  1930  would  be 
*14,000.  Credit  is  to  be  given  B on  the  basis  of  replacement  cost 
less  depreciation,  Lrepare  opening  entry. 

Before  making  the  entry,  the  value  of  the  land  must  be  agreed 
upon  because  no  depreciation  should  be  computed  on  the  land.  Let 
us  assume  *3,000  as  the  land  value. 

Cash  ,$3,000 

Merchandise  7,000 

Land  3,000 

Building  7,425 

C - Capital 
D - Capital 


*10 , 000 
10,425 


5,000 

5,000 

*4,000 

5.000 

4.000 
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The  value  of  the  building  is  arrived  at  a 

Replacement  cost  of  property 
Less  - Value  of  land 
Cost  to  replace  building 
Yearly  depreciation  based  on  a 40  years 
life  is  ,,275  x 13  (1917-1930) 

Present  value  of  building 


7.  Admission  of  a New  Partner. 

A partnership  may  take  in  the  firm  a new  partner  without  any 
legal  sanction.  They  are  free  to  do  anything  they  may  desire, pro- 
vided that  the  rights  of  the  parties  involved  are  not  interfered 
with.  If  an  existing  partnership  desires  an  additional  partner, 
the  consent  of  all  the  present  partners  is  necessary.  'Tpon  t heir 
consenting,  the  old  partnership  will  automatically  be  dissolved  and 
a new  one  formed.  Their  intent  to  dissolve  the  old  partnership  is 
not  required  because  there  is  a provision  of  the  law  ?/hich  determines 
it.  The  intention  of  partners  would  be  immaterial;  therefore  care 
should  be  exercised,  otherwise  injustice  may  result. 

A person  may  be  admitted  as  a partner  on  either  one  of  two 
bases.  He  may  buy  a share  or  an  interest  in  the  existing  business 
or  he  may  invest  a sum  which  will  give  him  a certain  interest  in  the 
firm.  In  buying  an  interest., the  money  paid  by  the  incoming  partner 
does  not  go  into  the  business.  Hence  the  firmTs  capital  will  not  be 
increased.  The  old  partners  will  divide  the  money  as  follows: 

1.  nhere  no  special  agreement  is  made  on  this  point,  a 
certain  part  of  the  capital  is  returned  to  the  old 
partners.  The  share  of  each  partner  will  be  according 
to  the  capital  ratio.  Of  course  if  an  agreement  exists 
to  control  this,  the  return  of  capital  to  each  partner 
will  be  governed  by  the  agreement. 

2.  If  a profit  is  made  as  a result  of  the  admission  of 
the  new  partner,  it  will  be  divided  equally  among 
the  old  partners  or  according  to  the  provision  of  the 
agreement . 

8.  Buying  an  Interest. 

The  present  partners  may  wish  to  sell  a certain  interest  in  the 
firm  to  an  incoming  partner  not  because  the  business  is  in  need  of 
additional  funds,  but  for  other  reasons.  It  may  be  because  one  of 
the  old  partners  may  wish  to  retire  from  active  business.  Or  the 
new  partner  may  possess  certain  skill  which  the  old  partners  do  not. 
At  any  rate,  the  net  worth  or  capital  of  the  firm  will  remain  the 
same.  It  will  neither  increase  hor  decrease.  The  admission  of  the 
incoming  partner  is  effected  by  transferring, from  the  old  partners 
to  the  new , an  amount  which  ?/ill  give  him  the  interest  purchased. 

For  instance  if  C buys  one-third  interest  from  A and  B whose  combined 
capital  is  £30,000,  regardless  of  the  pi  or  chase  price,  C will  be 
credited  for  .£10,000  and  A and  B will  be  charged  for  the  same  amount. 
However,  if  the  purchase  price  is  more  than  £10,000,  a profit  will 
result  to  the  old  partners;  ana  if  less  than  £10,000  is* paid  for  the 
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third  interest,  a loss  will  result  to  them. 

Example.  3 and  F are  partners  with  capital  of  *>10,000  and 
514,000  respectively.  They  agree  to  sell  a one-fourth  interest  to 
G for  - (a)  55,000;  (b)  p6,000;  (c)  y7,000.  The  capital  of  i i and  F 
is  to  remain  in  the  same  proportion  as  before. 

Show  under  (a)  (b)  (c)  how  the  money  should  be  divided  between 
S and  F and  the  entry  to  adjust  the  capital  accounts  of  S,  F and  G. 


Solution  - Division  of  cash: 


X* 

F 

Total 

(a) 

Return  of  capital 
Division  of  loss 

•*>2,500 

500 

' y'3,'5'00 
500 

“ >6 , 5 JO 

1,000 

Distribution  of  cash 

(Paid 

by  G) 2,000 

*"3,005 

5,606 

(b) 

Return  of  capital 
Division  of  profit 

2,500 

or  loss  - none 

3,500 

6,000 

Distribution  of  cash 
by  G) 

(Paid 

2,500 

3,500 

6,000 

(c) 

Return  of  capital 
Division  of  profit 

2,500 

500 

3,560 

500 

6,000 

1,000 

Distribution  of  cash 

(Paid 

by  Gp^O'OCT 

-j^'.OOO  ' 

,7,060 

Entry  to  adjust  capital  accounts  - 


(a)  E - Capital  y2,500 

F - Capital  3,500 

G - Capital  6,000 

The  entries  for  (b)  and  (c)  would  be  the  same. 

Explanations.  - The  combined  capital  of  E and  F was  p24,000 
which  equals  100  ?,  therefore  v10,000  - 5/12  or  41  2/3  » as  E’s  share 
and  514,000  - 7/12  or  58  1/33  as  F’s  share.  In  order  to  leave  their 
capital  in  the  same  proport ion^ deductions  must  be  made  proportion- 
ately. 

G,  being  given  one-fourth  interest,  will  receive  p6,000  as  his 
share  in  the  business  regardless  of  the  amount  he  paid  for  it.  The 
true  book  value  of  25/  of  the  capital  is  exactly  ;6,000.  Any  amount 
paid  above  this  sum  represents  a profit  and  below  *>6,000  represents 
a loss  which  must  be  shared  by  E and  F equally  because  there  is  no 
provision  to  share  it  otherwise.  After  G’s  admission,  the  capital 
account  will  be  -*>7,500,  CIO, 500,  and  *>6,000  respectively. 

9.  leaking  an  Investment. 

«here  a new  partner  is  admitted  in  an  existing  firm  with  the 
understanding  that  the  amount  paid  by  him  shall  be  turned  over  to 
the  business,  it  is  said  that  he  is  making  an  investment  which  will 
give  him  a certain  interest  in  the  firm.  In  such  cases,  the  capital 
of  the  present  partnership  will  be  increased.  It  may  increase  by 
the  amount  invested  by  the  incoming  partner  or  it  may  increase  more. 
The  element  of  "goodwill”  may  enter  into  the  transaction,  thereby 
increasing  the  total  capital  of  the  old  firm  by  the  amount  invested 
by  the  new  partner  plus  the  amount  of  goodwill.  Good** ill  will  be 
considered  in  section  12  of  the  present  chapter. 
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To  illustrate,  assume  that  II  and  I are  existing  partners  with 
capital  of  vl2,000  and  *>18,000  respectively,  J is  admitted  on  one- 
third  interest  by  investing  - (a)  *12,000;  (b)  *15,000;  and  (c) 

*>18 , 000  . 

Prepare  entries  and  partners*  schedules  under  (a),  (b),  and  (c) 
without  considering  goodwill. 

Solution:-  In  order  to  give  J one-third  interest^ it  must  be  said 
that  H and  I own  the  other  two-thirds  interest.  If  two-thirds  or  the 
combined  capital  of  H and  I equals  *30,000,  one-third  must  equal 
*15,000  and  the  total  or  three-thirds  would  be  *45,000,  provided  the 
incoming  partner  J invests  *15,000. 

In  case  (a),  J invests  *12,000,*  therefore  the  total  capital  of 
the  new  firm  will  be  *-30,000  plus  *12,000  or  *42,000.  One-third  of 
this  total  is  *14,000  and  is  the  amount  which  should  be  credited  to 
J*s  capital  account.  This  shows  that  J receives  as  his  capital  interest 
*2,000  more  than  he  has  actually  paid  into  the  business.  ..hat  he  ( J) 
gains,  the  other  two  partners  will  of  course  lose  in  equal  shares  as 
a result  of  the  new  arrangement. 

In  Case  (b)j  J invests  *15,000  thereby  making  the  total  capital 
*45,000  and  while  one-third  is  *15,000.,  there  is  neither  a profit  nor 
a loss.  J paid  exactly  what  his  share  is  worth  according  to  book  values. 

In  Case  (c)  the  total  capital  will  be  *48,000  after  J*s  investment 
of  *18,000.  One-third  of  *48,000  is  -$16,000  for  which  J paid  *18,000. 

The  difference  or  profit  belongs  to  H and  I and  is  divided  eqqally. 

Entries  - 


(a) 


Cash 

J - Capital 

To  record  J*s  investment 


*12 , 000 

*12,000 


H - Capital 
I - Capital 
J - Capital 

To  adjust  the  capital  accounts  to 
reflect  the  agreement 


Total  capital  *42,000 

1/3  or  C’s  share  - 14,000 

Paid  12,000 

H & I loss  £,100 


1,000 

1,000 

2,000 


lb) 

Cash 

J - Capital 

To  record  J*s  investment 
E & I capital 
J's  investment 
Total 

1/3  or  J's  share  - 


15,000 

15,000 


*30,000 
15,000 
46 ! odd 
*15,000 
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(c) 


Cash 


J - Capital 

To  record  J*s  investment 


J - Capital 

H - Capital 
I - Capital 

To  adjust  capital  accounts  according 
to  agreement 

H & I capital  730,000 

J*s  investment  18,000 

Total  4=8,006 

1/3  or  J’s  share  16,606 

18,000 


J's  investment 
Jfs  loss 


2 7500" 


718,000 


2,000 


718,000 


1,000 

1,000 


Schedule  of  Partners'  Accounts 


— H 

I 

J 

Capital 

(a) 

Investment 
Jfs  Investment 
To  give  J 1/3  int. 

12,000 

(1,000) 

l8,O0O 

(1,000) 

12,000 

2,000 

30,666 

12,000 

Adjusted  Capital 

ll.006 

17. wo 

14,606 

42,666 

(b) 

Investment 
J’s  Investment 

12,056 

16,066 

15,000 

3fl,060" 

15.000 

Total 

12.000 

18,006 

15,606 

46,656 

(c) 

Investment 
J's  Investment 

12,000 

18 ,000" 

18,000 

W,6o6 

18,000 

To  give  J 1/3  Int. 

1,000 

1.000 

(2,000) 

Adjusted  Capital 

13.000 

19,600 

16,000 

J 48,600 

The  amount  to  be  invested  by  the  incoming  partner  is  often 
represented  by  an  unknown  quantity  or  amount.  For  instance,  it  may 
be  that  the  new  partner  shall  invest,  after  certain  adjustments  have 
been  nade^an  amount  which  will  give  him  a certain  interest  in  the 
firm.  If  after  the  adjustments  have  been  made  0 and  P's  capital 
amounts  to  720,000  and  Q,  is  to  invest  an  amount  which  will  give  him 
one-third  interest,  how  much  shall  Q invest? 

0 and  P*s  capital  equals  720,000  or  two-thirds.  If  720,000 
equals  two-thirds,  one-third  must  be  710,000  which  represents  the 
amount  that  must  invest  in  the  firm. 


10.  Capitalization  of  Partnership. 

Different  bases  may  be  used  for  the  capitalization  of  a partner- 
ship. It  may  be  agreed  that  the  capital  of  the  old  firm  shall  be 
determined  by  capitalizing  the  average  net  profit  of  a certain 
number  of  periods  at  so  much  per  cent.  For  instance,  if  the  average 
profit  is  710,000  and  the  percent  agreed  upon  is  IO73,  the  partnership 
would  be  capitalized  at  7100,000  in  order  to  determine  the  amount 
that  the  new  partner  should  invest  in  the  firm.  An  amount  may  be 
set  at  so  many  times  the  average  profit  for  a certain  number  of  years. 
Here  if  the  average  profit  is  determined  at  <*>12,000  and  the  number  of 
years  to  be  used  is  eight,  the  capital  of  the  old  firm  would  be 
796,000.  On  the  other  hand,  an  arbitrary  amount  may  be  used  in  order 
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to  determine  how  much  the  new  partner  should  invest  to  give  him  a 
certain  interest  in  the  fim. 

11.  Making  Adjustments  Before  Admitting  New  Partner. 

Invariably  the  books  or  accounts  of  the  present  partnership 
require  some  adjustments  whenever  a new  partner  is  admitted  in  the 
partnership.  Reserve  for  bad  debts  may  have  been  omitted  from  the 
books,  asset  items  may  have  been  charged  to  expenses  instead  of  an 
asset  account,  fixed  assets  may  have  been  depreciated  at  more  or 
less  than  a fair  rate,  accrued  assets  and  liabilities  may  have  been 
omitted  from  the  books  when  they  were  last  closed,  the  value  of  the 
inventory  may  have  appreciated  considerably,  and  many  other  reasons 
may  be  present  which  will  tend  to  overstate  or  understate  the  net 
worth  of  the  firm.  Therefore,  great  care  must  be  exercised  in  ad- 
justing the  books  of  the  partnership  if  litigation  and  disputes  are 
to  be  avoided  during  the  term  of  the  partnership.  Legal  reports 
contain  a large  number  of  such  litigations.  The  interested  reader 
will,  therefore,  find  no  difficulty  in  satisfying  himself  on  this 
point. 


Adjustments  of  this  sort  will  be  better  understood  by  present- 
ing a problem  for  illustration.  The  following  problem  and  solution 
are  presented  for  this  purpose. 

B.  Preston  started  in  business  in  January  1928  with  a capital 
of  ^6,000. 

In  January  1930,  just  before  he  admitted  C.  Quick  as  a partner, 
his  balance  sheet  was  as  follows: 


Cash 

accounts  Receivable 
Mer chandi se  (cost) 
Equipment 


v 2,500 
3,400 
4,900 
3.000 
H?  15  ,&o6 


Accounts  Payable  ^3,800 
B. Preston-Capital  10,000 


C.  Quick  agrees  to  become  a partner  on  the  following  terms: 

1.  To  eliminate  a bad  account  of  *200  from  the  books. 

2.  To  revalue  the  merchandise  at  ^5,500. 

3.  3?he  equipment  to  be  taken  over  at  replacement  cost  esti- 
mated at  *3,500  less  an  annual  depreciation  of  10$. 

' 4.  To  set  up  *150  as  unexpired  insurance. 

5.  Mr.  Quick  to  invest  enough  cash  in  the  business  to  make 
him  an  equal  partner  with  Preston. 

Required: 

1.  entries  to  adjust  the  accounts  according  to  the  above  agree- 
ment • 

2.  Entry  to  show  the  admission  of  the  partner. 

3.  Schedule  of  partners’  accounts. 


Solution:-  1.  Adjusting  entries  - 


3. 


-1- 

Preston  - Capital 

Accounts  Receivable  (Customer’s  name) 

To  write  bad  account  off  the  books. 


* 200 


*200 


- 
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2 


Merchandise 

B.  Preston-Capital 

To  adjust  merchandise  to 
market  value : 

Cost  price  $4,900 

liarket  value  5,500 

Increase  666' 


600 


600 


-3- 


B.  Preston-Capital 
equipment 

To  adjust  equipment  to  replacement 
cost  less  depreciation: 
Replacement  cost 
Less-Two  years  deprecia- 
tion at  10$ 

Net  value  of  equipment 
Book  value 
Decrease 


$ 3,500 

70|0 

$ 2,800 
3,000 
— 2o^r 


-4- 


TJnexpired  Insurance 
B.  Preston-Capital 

To  set  up  unexpired  insurance 
on  the  books 


200 


200 


150 


150 


2,  Admission  of  partner: 

-5- 

Cash  $10,350 

C.  Quick-Capital  v10,350 

To  record  contribution  to  give 
C.  Quick  1/2  interest  in  the 
business. 


. 
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3. 


Schedule  of  Partners*  Accounts 


Explanation 

Original  Investment 
Increase  through  Profits 
Capital  January  1930 

Ad justments-debits : 

Loss  from  bad  debts 
Net  decrease  of  equipment 
Total  deductions 

Balance 

Adjustments-credi ts : 

Appreciation  of  merchandise 
Unexpired  insurance 

Total  additions 

Adjusted  capital  at  January  1930 
C.  Quick’s  Investment 
Partners*  Capital  at  January  1930 

12.  Goodwill 


Preston  Quick Total 


v 6,000 

4,000 

1q,0q6 


200 
200 
~ 4 J5U 

lo , 6oo 


600 

150 

— rm 


^6, 000 

4,000 

TOT 


200 

200 

"TOT 

TOY&W 


600 
150 
75U 

istsss 

10,350 


l0 , 350 


P 10 ,350 


Goodwill  is  the  value  attached  to  an  established  business.  Not 
all  established  businesses  hage  a goodwill.  Before  goodwill  is 
truly  existent  and  real  a concern  must  be  able  to  make  a profit 
greater  than  a newly  organized  enterprise.  A business  which  is 
losing  money  at  present  might  have  a large  goodwill  because  the  loss 
might  be  the  result  of  waste  and  inefficiency  which  could  be  elimina- 
ted by  good  management. 

Goodwill  should  not  be  brought  on  a firm’s  books  unless  money 
or  its  equivalent  was  paid  for  it.  Generally  the  creation  of  good- 
will arises  through- 

(a)  Sale  of  a business 

(b)  Consolidation  of  businesses 

(c)  Admission  of  a partner  into  a business 

Here  we  are  concerned  only  with  the  last  case-  i.e.,  goodwill 
brought  about  by  the  admission  of  a partner,  where  the  investment  of 
an  incoming  partner  for  a certain  share  in  a business  is  more  than 
the  book  value  of  the  old  or  existing  business^  goodwill  will  result 
to  the  owner  or  owners  of  the  existing  business. 

Assume  that  K,  L and  M are  partners  with  capital  of  ^20,000, 
v 30 ,000 , and  .^40,000  respectively. 

K is  admitted  on  one-fourth  interest  by  investing  (a)  ^25,000; 

(b)  ^30,000 ; (c)  *36,000. 

Prepare  journal  entries  and  schedules  of  partners*  accounts  for 
(a),  (b)  and  (c)  considering  goodwill  if  any. 

Solution  - The  capital  of  the  old  firm  is: 
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£20,000 

30.000 

40.000 

Total.  y50,5~Q0 

(a)  As  N,  the  new  partner,  will  be  entitled  to  one-fourth  in- 
terest ^the  existing  capital  must  represent  the  other  three-four ths. 
If  ^90,000  represents  3/4,  £90,000  plus  *>25,000  (N*s  investment) 
must  equal  4/4.  One- fourth  of  the  total  capital  (£115,000)  is 

■28,750  which  should  be  credited  to  N.  This  3hows  that  N paid 
^25,000  for  an  interest  worth  £28,750,  therefore  the  other  three 
partners  have  lost  .*>3,750  which  must  be  divided  equally  among  them. 

(b)  In  the  second  case,  N invested  £30,000  for  one-fourth  in- 
terest. £30,000  multiplied  by  4 equals  £120,000  which  is  the  same  as 
£90,000  plus  N*s  £30,000.  Hence  N paid  exactly  the  value  of  one- 
fourth  interest. 


(c)  In  this  case,  N is  to  invest  v36,000.  If  £36,000  equals 
orie-fourth,  £36,000  times  4 equals  £144,000  or  four-fourths.  The 
present  invested  capital  Is  £90,000  plus  *‘36,000  or  ,>126,000  while 
the  total  capital  should  be  *>144, 000.  The  difference  between  the 
nominal  and  actual  capital  is  £144,000  minus  £126,00  or  £18,000 
which  represents  the  goodwill  of  the  business. 


Goodwill  is  divided  in  the  same  proportion  in  which  the  profits 
are  ( ivided  and  belongs  to  the  old  partners.  The  incoming  partner 
is  never  entitled  to  a share  of  the  goodwill  because  he  had  nothing 
to  do  with  the  building  up  of  that  goodwill. 


Journal  entries 


(a) 


Cash 


N - Capital 

To  record  N*s  investment 


Cash 


£25,000 


K - Capital 
L - Capital 
M - Capital 

N - Capital 

To  adjust  accounts  to  give  N 
1/4  interest: 

Old  capital  £90,000 

New  capital  25.000 

Total  115,000 

1/4  equals  28 , 750 

Paid  25,000 

N *s  gain  5,75(3 

(b) 


N - capital 

To  record  N's  investment 


1,250 

1,250 

1,250 


30,000 


v25,000 


3,750 


30,000 


. 

... 

. 

. 

. . 


, 

. 

. 


. 
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No  adjustment  is  needed  here  as  there  is  neither  a profit  nor 
a loss  resulting  from  the  transaction  or  N*s  admission  to  the  firm. 

(o) 


Cash 

*36,000 

N - Capital 

To  record  cash  investment 

*36,000 

Goodwill 

18,000 

K - Capital 

6,000 

L - Capital 

6,000 

M - Capital 

6,000 

To  bring  goodwill  on  the  books 
as  computed  on  Nfs  admission. 
N’s  share  25 % - paid  *36,000 
K.L  & M»s  75$  108,000 

Total  W T&ym 

Contributed  capital: 

K ^20,000 

L 30,000 

M 40,000 

N 36,000  126,000 

Increased  through 
goodwill 


Schedule  of  Partners f Accounts 


“K 

L 

M 

N 

lotal 

(a)  Investment 
N’s  adn.1/4  int. 
To  adjust  N*s 

*20,000 

*30,000 

*40 , 060 

*25,000 

* 66,006 

25,000 

acct.to  1/4  int. 

( i , 250 ) 

(1,250 

(1,250) 

3,750 

Final  Capital 

13.^56 

28,^50 

38,750 

" 20,756  ' 

116,660 

(b)  Investments  *20,000 

N’s  adm.to  1/4  int* 

*30,000 

*40,000 

30,000 

4 90,000 
30,000 

Final  Capital 

520.000 

30,000 

40,660 

"30,666 

120 ,006 

(c)  Investment 
N's  adm.to  £ int 

, 

•Cj 

to 

o 

m 

o 

o 

o 

*^0,000 

*40,000 

36,000 

36^000 

Goodwill 

6,000 

6.000 

6,000 

18,000 

Final  Capital 

<36.000  ~~ 

36,000 

" 46,600 

‘36,666 

144,666  " 

Often  goodwill  is  agreed  upon  definitely  before  the  new  partner 
is  finally  admitted.  It  may  be  an  arbitrary  amount  agreed  upon, 
or  based  on  a number  of  years  average  profits  as  determined  by  a 
definite  number  of  periods,  or  the  profit  earned  in  excess  of  a 
fair  return  on  investment  is  capitalized  at  an  agreed  percent. 

For  example  suppose  that  the  profits  of  a partnership  for  the 
last  three  years  were  *7,500,  *9,500,  *10,000  and  that  goodwill  is 
to  be  figured  at  two  years  the  average  profit  of  the  last  three 
years,  the  goodwill  would  be  *18,000  computed  as  follows- 
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First  year  profit  4 7,500 

Second  year  profit  9,500 

Third  year  profit  10,000 

Total  for  last  three  years  27,066' 

Average  profit  " &,o66" 

Two  years  average  profit  18,000 


If  goodwill  is  determined  by  capitalizing  the  excess  earnings, 
it  may  be  calculated  as  shown  below.  Assume  the  example  given 
above  and  assume  further  that  the  capital  of  the  firm  before  the 
admission  of  the  new  partner  is  ^80,000  and  that  8$  is  considered 
a fair  return  on  the  investment.  The  excess  earnings  is  to  be 
capitalized  at,  say,  20$. 


Total  profit  as  above  ^ 4 27,000 

Yearly  return  on  capital  8$  6,400 

Three  years*  return  on  ^80,000  19,200 

Total  profit  27,000 

Less-Return  on  capital  19,200 

Excess  profit  7,660 


Excess  profits  may  also  be  computed  b;  taking  the  yearly  excess 
profit  thus- 


First  year 

Less-Return  on  capital 
Second  year 

Less-Return  on  capital 
Third  year 

Less-Ret  irn  on  capital 
Total  excess  profit 


■j7 ,500 

6,400  ^1,100 

6,400  3,100 

1676% 

6,400  3,600 




The  excess  earnings  of  ^7,800  equals  20$  of  the  goodwill.  This 
being  so,  the  goodwill  is  ^7 ,800  multiplied  by  5 or  .$39,000.  The 
same  result  may  be  obtained  by  reducing  the  total  to  1$  and  multi- 
plying it  by  100$;  i.e.  7,800  divided  by  20  equals  390  multiplied 
by  100  equals  *39,000. 


13.  Statements  of  Partners*  Accounts. 


I^any  changes  may  take  place  in  the  partners*  accounts  within 
the  operating  period,  especially  where  the  partnership  agreement 
provides  for  withdrawals,  interest  on  capital,  deficiency,  and 
excess  withdrawals.  If  all  the  changes  which  may  occur  during  a 
certain  period  were  included  in  the  balance  sheet,  the  net  worth 
section  would  contain  so  much  detail  that  it  might  hamper  an  in- 
telligent study  of  the  statement.  To  prevent  this  possible  con- 
fusion, only  totals  or  the  final  balance  of  each  partners*  account 
should  be  shown  and  a schedule  or  statement  of  the  partners* 
accounts  should  be  prepared  in  detail.  The  statement  can  be  pre- 
pared by  allowing  a column  for  each  partner  and  one  for  the  total 
as  illustrated  in  previous  sections. 


In  order  to  prepare  the  statement  correctly,  reference  must  be 
had  to  the  articles  of  co-partnership.  Often  serious  errors  are 
made  in  this  respect  by  following  the  partners*  understanding  of 
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the  agreement.  The  agreement  must  be  strictly  adhered  to  unless 
all  of  the  partners  are  willing  to  make  another  written  agreement  if 
the  old  agreement  was  in  writing.  This  is  necessary  because  a sub- 
sequent oral  agreement  will  not  legally  supersede  a written  agree- 
ment • 


14.  Closing  Books  of  Old  Concern. 

..henever  a new  partner  is  admitted_,it  is  advisable  to  close  the 
books  of  the  old  firm.  In  fact,  if  not  a too  large  expense  is  in- 
volved, the  best  solution  will  be  to  start  a new  set  of  books  in 
order  to  eliminate  any  possible  disagreement  or  dispute  later  on. 
The  procedure  would  be  substantially  the  same  under  either  method. 

After  the  usual  nominal  accounts  have  been  closed  and  proper 
adjustments  made  preparatory  to  the  admission  of  the  new  partner,  a 
balance  sheet  of  the  new  partnership  should  be  prepared.  This 
balance  sheet  should  constitute  the  starting  point  of  the  new  firm. 
If  jrhe  old  set  of  books  will  be  continued,  entries  to  close  all  the 
general  accounts  would  be  as  follows: 


New  Partnership 

Assets  (listed  in  detail) 

To  close  asset  accounts 


xxx 


xxx 


Liabilities  & Reserves  (listed  in  detail)  xxx 
New  Partnership 

To  close  liabilities  and  reserve 
accounts 


xxx 


Capital  (listed  to  correspond  with  ledger) xxx 
New  Partnership 

To  close  net  worth  accounts 


xxx 


The  above  entries,  if  properly  posted,  will  close  every  account 
in  the  ledger. 

15.  Opening  Books  of  Lew  Concern. 

Having  closed  the  books  of  the  old  concern,  those  of  the  new 
concern  may  now  be  opened  without  any  difficulty.  The  books  will 
be  opened  by  the  following  entries: 


Assets  (listed  in  detail) 

Old  Partnership 

To  bring  an  the  books  the 
assets  acquired  from  the 
old  partnership. 


xxx 


xxx 


Old  Partnership  xxx 

Liabilities  and  x^eserves  (in  detail) 

To  bring  on  the  books  the 

liabilities  and  reserves  assumed. 


xxx 


Old  Partnership  xxx 

Capital  (old  partners*  accounts  listed) 

To  credit  the  old  partners  for  the 
net  worth  of  the  old  firm. 


xxx 


m 
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Cash  (or  other  assets)  xxx 

Capital  (new  partner)  xxx 

To  record  investment  of  the 
new  partner. 

Any  capital  adjustment  among  the  partners  may  be  made  at  this 
time,  whether  the  old  or  new  books  are  used,  the  entries  made  above 
are  equally  applicable. 

16.  Problem  with  all  Clements  Considered. 

E.  Benson  started  a retail  business  with  a capital  of  ;8,000  on 
January  1,  1927.  w 

After  one  year’s  operation  his  records  shoed  the  following 
assets  and  liabilities: 


Cash 

*2 , 100 

accounts  Heceivable 

4,300 

Merchandise  Inventory 

8,950 

Delivery  equipment 

2,500 

Furniture  k Fixtures 

2,200 

Notes  Payable 

1,200 

Accounts  Payable 

6,850 

At  this  time  he  enters  into  a partnership  agreement  with 
J.  Campbell  who  will  acquire  one-half  interest  in  the  business  by 
investing  in  the  business  ^14,000. 

After  operating  the  partnership  for  two  years,  it  became 
neoessary  to  expand  the  business  into  the  wholesale  trade.  As  this 
could  not  be  attempted  without  more  capital,  they  decided  to  admit 
F.  Derby. 

The  assets  and  liabilities  just  before  Mr.  Derby’s  admission  in 


the  business  are  as  follows: 

Cash  ^3,450 
Accounts  Beoeivable  13,800 
Merchandise  Inventory  (cost)  19,400 
Delivery  Equipment  2,500 
Furniture  & Fixtures  2,200 


Store  Building  Purchased  1/1/29 (Cost) 25, 000 


Goodwill  2,000 
Mortgage  Payable  T0,000 
Accounts  Payable  14,350 


??r.  Derby  agreed  to  become  a partner  in  the  business  on  the 
following  conditions: 


1.  To  compute  depreciation  on  the  fized  assets  from  the  date 
of  purchase  at  annual  rates  of: 

20'^  for  delivery  equipment 
10fo  for  furniture  and  fixtures 
2^  for  store  building 

2.  To  estimate  bad  accounts  at  3 to  of  the  accounts  receivable. 

3.  To  value  the  merchandise  at  <i20,000  and  deferred  charges 
at  >479  • 

4.  To  bring  goodwill  onto  the  books  at  four  years  the  average 
profit  of  the  last  three  years  after  all  adjustments. 

5.  To  invest  an  amount  which  will  give  him  one-third  interest 
in  the  business. 
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Requirements : 


1.  Entries  which  were  made  at  the  time  Campbell  was  admitted 
as  a partner. 

2.  Schedule  of  partners*  accounts  at  January  1,  1928. 

(a)  As  the  accounts  appear. 

(b)  As  the  accounts  should  have  appeared. 

3.  Entries  to  adjust  the  books  at  January  1,  1930. 

4.  Entries  to  close  the  books  of  the  old  partnership. 

5.  Entries  to  open  the  books  of  new  partnership  and 
F.  Derby’s  investment. 

6.  Schedule  of  partners’  accounts. 

Solution : 

Mr . Benson’s  net  worth  at  January  1,  1928  may  be  determined  as 
follows: 


Assets : 

Cash 

Accounts  Heceivable 
Merchandise  Inventory 
Delivery  Equipment 
Furniture  & Fixtures 
Liabilities: 

Notes  Payable 
Accounts  Payable 
Net  worth 


v 2,100 
4,300 
8,950 
2,500 
2.200 


4 20,050 


1,200 

6,850  8,050 




1.  Entries  made  to  show  Campbell’s  admission  as  a partner. 


Cash 

J.  Campbell-Capital 
To  record  Campbell’s 
one-half  interest. 


*14 , 000 

*14,000 


Goodwill  2,000 

E.  Benson-Capital  2,000 

To  set  up  goodwill: 

New  partner’s  investment  for 
one-half  interest  *14,000 

Eenson’s  present 

capital  12 ,000 

Increase  in  capital 
to  give  3enson  1/2 
interest  y 2,000 


That  the  last  entry  was  made  on  the  partnership  books  may  be 
seen  by  reference  to  the  second  part  of  the  problem.  The  entries 
made  to  admit  J.  Campbell,  however,  were  not  accurate  because  no 
depreciation  was  set  up  on  the  books. 
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2 . Sohedule  of  Partners*  Accounts 

Benson  Campbell  Total 


(a)  Benson’s  Investment 
Book  profit  for  1927 

Balance  at  January  1,  1928 
Campbell’s  Investment 
Goodwill  to  give  Benson  1/2 
interest 

Net  worth  of  partnership  at 
1/1/28 

(b)  Benson’s  Capital  at  January  1, 
1928 

Depreciation  of  fixed  assets 
for  1927 

Adjusted  capital  at  1/1/28 
Campbell’s  Investment 
Goodwill  to  give  Benson  1/2 
int ere st 

Corrected  net  worth  at  1/1/28 


*8,000 

4,000 

14,000 

*8,000 

4,000 

14,000 

2,000 

2,000 

14.000 

14,000 

28,000 

12,000 

12,000 

720 

11,286 

14,000 

720 

IT,  286 
14,000 

2,720 

2,720 

14,006 

14,006 

28,000 

3.  entries  to  adjust  books  at  January  1,  1930 

-1- 


Adjustment  Account 

Delivery  Equipment  Depreciation  reserves 
Furhiture  , Fixtures  Depreciation  Reserve 
Buildings  Depreciation  Reserve 
To  depreciate  fixed  assets: 

Delivery  Equipment  3 years  at  2% 
Furniture  & Fixtures  3 years  at  10$ 
Building  1 year  at  2-1/2 $ 


2' 


Adjustment  Account 

Reserve  for  Bad  Debts 

To  set  up  bad  debts  reserve  at  3$ 
of  receivables  or  *13,800 


*2,785 


*1,500 

660 

625 


414 


414 


-3- 


Merchandise  Inventory 
Adjustment  Account 

To  increase  inventory  to  market 
value : 

Market  value 
Cost  price 
Increase 


600 


600 


*20,000 
19,400 
— ^00 
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3' 


Deferred  Charges 
Adjustment  Account 

To  set  up  deferred  charges 


v>  479 

y 479 


E*  Benson-Capital 
J.  Campbell- Capital 
Adjustment  Account 

To  close  adjustment  aocount  into 
the  partners f capital 


1,060 

1,060 

2,120 


-4 


Goodwill 

E.  Benson-Capital 
J,  Campbell- Capital 

To  bring  goodwill  on  the  books: 


Profit  for  1927  *4,000 

Profit  for  1928-1929  16,000 

Total  "25,6o'tt 

Less-Ad justments  2,120 

Corrected  profits  for  3 years 1^,880 
Average  yearly  profit  5,960 

4 times  yearly  average  23,840 

Goodwill  on  the  books  2,000 

Increase  in  goodwill  21,840 


21,840 


10,920 

10,920 


4.  Entries  to  close  books  of  old  partnership. 


New  Partnership  (Name)  91,269 

Cash  3,450 
Accounts  Receivable  13,800 
Merchandise  Inventory  20,000 
Delivery  Equipment  2,500 
Furniture  & Fixtures  2,200 
Store  Buildings  25,000 
Goodwill  23,840 
Deferred  Charges  479 


To  close  assets  transferred  to  new 
partnership 


Mortgage  Payable  10,000 
Accounts  Payable  14,350 
Delivery  Equipment  Depreciation  Reserve  1,500 
Furniture  Sc  Fixtures  Depreciation  Reserve  660 
Buildings  Depreciation  Reserve  625 
Reserve  for  Bad  Debts  414 

New  Partnership  (Name)  27,549 


To  liabilities  and  reserves  assumed  by 
new  partnership. 
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E.  Benson-Capital 
J.  Campbell-Capital 


4 31,860 
31,860 


New  Partnership  (Name) 

To  close  the  net  assets  acquired  by  the 
new  firm  into  partners’  aocounts. 

5*  entries  to  open  books  of  new  partnership  and 
F.  Derby’s  investment. 

Cash  3,450 

Accounts  Receivable  13,800 

Merchandise  Inventory  20,000 

Delivery  Equipment  2,500 

Furniture  & Fixtures  2,200 

Store  Buildings  25,000 

Goodwill  23,840 

Deferred  Charges  479 

Old  Partnership  (Name) 

To  record  assets  acquired  from  Benson 
and  Campbell  partnership. 

Old  Partnership  (Name)  27,549 

Mortgage  Payable 
Accounts  Payable 

Delivery  Equipment  Depreciation  Reserve 
Furniture  Fixtures  Depreciation  Reserve 
Buildings  Depreciation  Reserve 
Reserve  for  Sad  Debts 

To  record  liabilities  and  reserves  assumed 
from  Benson  & Campbell  partnership 

Old  Partnership  (Name)  63,720 

E.  Benson-Capital 
J.  Campbell-Capital 

To  close  net  assets  into  partners* 
capital  accounts  of  old  firm. 

Cash  31,860 

F.  Derby-Capital 

To  record  F.  Derby’s  investment: 

Net  worth  of  old  firm 


^63,720 


^91, 269 


10,000 

14,350 

1,500 

660 

625 

414 


31,860 

31,860 


31,860 


equals  2/3  or 
Hence  1/3  equals 


*63,720 

31,860 
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6.  Sohedule  of  Partners 

Accounts 

January  1, 

1930 

Benson 

Campbell 

Derby 

Total 

Capital  January  1,  1928 
Profits  for  1928-1929 

*14,000 

8,000 

v 14, 000 
8,000 

*28,000 

16,000 

Balance, January  1,1930 
Ad justments-Net  debits 

22,006 

1,060 

■“22,006' 

1,060 

44,660 

2,120 

Adjusted  capital 
Goodwill 

26 , 940 
10,920 

20,646' 

10,920 

41,880 

21,840 

Capital  at  January  1,  1930 
F.  Derby’s  Investment 

31,866 

31,860 

31,860 

"63,720 

31,860 

Net  worth  of  new  firm 

31.866 

31.866 

31,860 

93,580 

It  will  be  noticed  in  the  above  problem  that  the  ’’adjustment 
account”  has  been  used  for  the  first  time.  If  each  adjustment  were 
made  through  the  capital  accounts  the  work  involved  in  adjusting 
partnership  books  would  increase  considerably  because  every  adjust- 
ment would  have  to  be  distributed  in  proportion  to  the  profit  and 
loss  sharing  ratio.  By  using  the  adjustment  account,  irrespective 
of  the  number  of  adjustments,  only  one  entry  would  be  required  to 
record  the  distribution  of  the  balance  of  the  adjustment  account. 
The  goodwill  could  be  handled  through  the  adjustment  account,  but 
it  seems  clearer  to  make  a separate  distribution  of  the  goodwill 
due  to  its  importance  and  size  of  the  amount. 


■ 


. 

: 

..  .. 

' 

' 


• . 


• . 


. . 


; 


■ • -•••  : y 

. 


-■ 


271 


CHAPTER  XVI 

PARTNfcRSH IP  ( CONTINUED ) 

1.  Division  of  Profits  mhere  There  is  No  Agreement. 

Unless  otherwise  provided  by  agreement ^the  profits  and  losses 
are  divided  equally  among  all  the  partners  regardless  of  the  amount 
invested  by  each  partner.  The  partners,  by  agreement,  may  divide 
profits  and  losses  in  any  proportion  they  may  wish.  Generally  the 
division  may  be  in  proportion  to- 

1.  Original  investment 

2.  Capital  at  beginning  of  each  year 

3.  Capital  at  end  of  each  year 

4.  Average  yearly  investment 

(a)  Simple  average 

(b)  Weighted  average 

An  equal  distribution  of  profits  and  losses  may  be  unfair  in 
some  cases.  The  ability  of  each  partner  contributing  to  the  progress 
of  the  firm  may  differ  and  consequently  the  partner  with  greater 
ability  will  lose.'  If  the  ability  and  experience  of  all  the  partners 
are  practically  the  same  but  the  investments  are  unequal,  the  partner 
with  the  larger  investments  will  lose.  On  the  other  hand  there  may 
be  some  inactive  partner  and  if  the  profits  are  divided  equally,  the 
inactive  partner  will  gain  at  the  expense  of  the  active  partners. 

All  the  injustices  that  may  result  from  the  method  of  distributing 
profits  and  losses  may  be  eliminated  by  the  equitable  adjustment  of 
partners*  salaries  and  the  allowance  of  interest  on  capital.  In  all 
cases,  however,  where  partners  wish  to  share  profits  and  losses  other 
than  equally,  they  should  definitely  agree  on  the  method  of  distribu- 
tion. 

2.  Division  of  Profits  in  Proportion  to  Balance  of  Capital.  * 

The  partnership  agreement  must  definitely  and  clearly  state 
whether  the  balance  of  capital  as  used  here  refers  to  the  balance  at 
the  beginning  of  the  period  or  that  at  the  end  of  the  period.  If  the 
opening  balance  is  agreed  upon,  care  must  be  exercised  in  preparing 
the  co-partnership  agreement  in  respect  to  drawings  and  additional 
investments.  For  instance,  if  the  agreement  provided  for  the  dis- 
tribution of  profits  in  proportion  to  opening  balances,  one  of  the 
partners  might  increase  his  investment  account  at  the  close  of  the 
last  period  simply  to  show  a larger  balance  of  capital  at  the  beginn- 
ing of  the  following  period.  A few  days  after  the  capital  might  be 
decreased  by  withdrawals.  The  came  result  may  be  accomplished  where 
the  division  is  in  proportion  to  the  balance  at  the  close  of  each 
period. 

Assume  that  A,  B,  and  C are  partners  with  original  investments 
of  v8»000,  ^10,000,  and  ^12,000  respectively  and  that  the  profit  for 
the  year  is  ^4,500.  Show  the  share  of  each  partner’s  profit. 
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Solution  - 

Investment : 

A 
B 
G 

Total 
Division  of  profit: 

A 26  2/3*  of  34,500  - yl,200 

B 33  1/3  H " 1,500 

C 40  " " 1,800 

Total.  I0Q~  ~4,5Qb~ 

Assume  further  that  the  partnership  agreement  contained  no  special 
provision  in  regard  to  drawings  and  additional  investments,  that 
A invested  35,000  additional  on  December  20  of  the  present  year, 
and  that  profits  were  divided  according  to  the  balance  of  the  capital 
accounts  at  December  31.  In  this  case  the  division  would  appear  as 
follows: 


y8,000  or  26  2/3>S  or  8/30 

10.000  " 33  1/3  10/30 

12.000  " 40  12/30 

30  00 6 155  30/30 


Investment : 


A 

B 

C 

Total 


*13,000  - 37  1/7/S  or  13/35 


10.000  - 28  4/7 

12.000  - 34  2/7 
35j^bo0  lOO 


10/35 

12/35 

55/% 


Division  of  profit: 


A 

13/35  of 

34,500  - 

31,671.43 

B 

10/35  " 

T*  _ 

1,285.71 

C 

12/35  " 

n ^ 

1,542.86 

Total 

35/35 

✓4, 506.60 

Comparison 

of  the  two 

methods : 

A 

3 

C 

Opening 

bilances 

*1 , 200 . 

*>1,500. 

<H-1 , 800  . 

Closing 

balances 

1,671.43 

1,285.71 

1,542.86 

Cains  (or  ^losses) 

- 47l~4Z~ 

*214.29 

. rr~ 

Indefiniteness  in  the  partnership  agreement  regarding  additional 
investments  may  cause  a loss  to  B of  3214.29,  to  C of  v257.14,  and 
gain  to  A of  3471.43.  Of  course  when  the  partners  are  fair  minded^ 
injustice  will  not  result. 

3.  Division  of  Profits  in  Proportion  to  Simple  Average  Method. 

Under  this  method,  the  basis  used  for  dividing  profits  and  losses 
is  determined  by  adding  the  capital  balances  at  the  beginning  and 
end  of  each  period  and  dividing  the  total  by  two.  The  method  is  va*  y 
simple  and  should  create  no  special  problem.  It  may  be  illustrated 
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by  using  the  following  example. 


The  Martin  & Co.,  a partnership,  divides  its  profits  and  losses 
in  proportion  to  the  simple  average  of  the  balances  of  capital 
accounts  at  the  beginning  and  end  of  eaoh  year.  The  balances  in 
the  account  of  each  partner  follows: 


January  1,  Balance 
Deoember  31 


profits. 

Solution  - 

Opening  balances 
Closing  balances 
Totals 


Mart in 

hovack 

Orr 

#7,500 

#9,500 

#13,500 

8,400 

8,200 

11,500 

year  are  #7 

,354 

showing  how 

you  arrive 

at  the  divis 

ion  of 

Martin 

Novack 

Orr 

Total 

#7,500 

v9,500 

#13 , 500 

#30,500 

8.400 

8.200 

11,500 

28.100 

s,  15. 900 

17,700 

25,0(50 

' " 5B.6377 

Percentages  of  total  27. $33  30.205  42.662  100.0 

Division  of  profits  #1,995.36  # 2,221.28  #3,137.36  4 7,354 


The  use  of  simple  average  method  will  generally  bring  about  the 
same  injustice  and  unfairness  as  the  opening  or  closing  balance 
method.  Their  use  should  be  avoided  in  practice. 

4.  Division  of  Profits  in  Proportion  to  V, eight ed  Average  Method 


The  weighted  average  method  is  more  difficult  but  more  accurate 
than  the  others.  In  this  method^ consideration  is  given  each  addition 
to  and  withdrawal  from  the  capital  during  the  year  and  the  date  each 
change  occurred. 

To  illustrate,  assume  the  following  case.  D and  E are  partners 
and  the  capital  aocounts  at  December  31,  1929  appear  as  follows- 


D - Capital 

3-1-29 

Withdrawal 

^1 ) 000 

1-1-29  Balance 

#8 , 000 

7-1-29 

» 

3,000 

4-1-29  Investment 

2,000 

12-31-29 

« 

4,000 

9-1-29  " 

5,000 

12-31-29 

Balance 

7,000 

15,000 

■ TS70OT 

Balance 

si 

o 

o 

Q 

W 

E - Capital 

2-1-29 

ithdrawil 

#6,000 

1-1-29  Balance 

v12,000 

8-1-29 

If 

3,000 

5-1-29  Investment 

3,000 

12-31-29 

Balance 

15,000 

12-31-29 

9,000 

24'000 

2"4,003 

Balance 

15,000 

The  net  profit  for  the  year  is  #6,100. 

Determine  each  partners*  profit  by  the  "weighted  average  method". 
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solution 


Balance  of  Capital  at  Time  it  Remained  Unchanged  Total 


1-1  to  3-1-29 

y 8,000 

X 

2 

months 

16,000 

3-1  to  4-1-29 

7,000 

X 

1 

« 

7,000 

4-1  to  7-1-29 

9,000 

X 

3 

n 

27,000 

7-1  to  9-1-29 

6,000 

X 

2 

n 

12,000 

9-1  to  12-31-29 

11,000 

X 

4 

ft 

44,000 

12-31  to  12-31-29 

7,000 

X 

0 

r» 

12 

■f— 

rtfeYoo’O" 

1-1  to  2-1-29 

12,000 

X 

1 

tt 

12,000 

2-1  to  5-1-29 

6,000 

X 

3 

n 

18,000 

5-1  to  8-1-29 

9,000 

X 

3 

n 

27,000 

8-1  to  12-31-29 

6,000 

X 

5 

t» 

30,000 

12-31  to  12-31-29 

15,000 

X 

0 

tt 

Total 

12" 

3T/U377 

Total  D and  E 


193,000 


Summary 


D 

106,000 

- 

12  - 

4 8, 833. 33  average  cap. 

invested 

K 

87 .000 

— 

12  - 

7,250.00  " " 

n 

Total 

"W!335' 

— 

12  - 

H 

T) 

106  or 

8,833.33 

of 

^6,100 

— ^3,350.26 

153 

16,663. 33 

E 

87  or 

7250  < 

af 

6.100  - 2.749.74 

16,083.33 

Total 

6.100.00 

A comparison  of  the  four  methods  explained  will  show  the  follovdng 
results.  The  last  case  is  used  for  the  comparison. 


D 

hi 

Total 

1. 

Capital  at  beginning  of  year 
Division  of  profit 

v8,000 

2,440 

y 12,000 

3,660 

y20,000 

6,100 

2. 

Capital  at  end  of  year 
Division  of  profit 

7,000 

1,940.91 

15,000 

4,159.09 

22,000 

6,100 

3. 

Simple  average 
Division  of  profit 

7,500 

2,178.56 

13,500 

3,921.44 

21,000 

6,100 

4. 

weighted  average 
Division  of  profit 

8,000 

3,350.26 

7,250 

2,749.74 

15,250 

6,100 

The  above  analysis  clearly  shows  that  care  must  be  exercised  in 
selecting  the  method  of  sharing  profits,  otherwise  injustice  v^ill 
result.  Under  the  first  three  methods  D would  receive  less  than  his 
rightful  share.  To  both  D and  E the  last  method  is  the  fairest  be- 
cause the  elements  of  time  and  amount  are  considered. 

5.  Recording  of  Profit  or  Loss. 


. . 


• * - - *■-  - • .*  1 

- ‘ * . 

5 *- 


’ • • ' • 


. 7 

«*»  ■ 


. 


~ ‘ 


• j - : 


- 

- ..... 


— . • 


— - • 

■ 


- 

. 


- - 


■ • 


. 


■ • ■ - •• 


' . /-  - 

*7 

• ■ 

■ ..  ...  • . • - ■ ■ 

. 

...  • 


275  . 


With  the  preparation  of  the  profit  and  loss  statement  and 
closing  of  books  at  the  end  of  each  period,  the  profit  or  loss  will 
be  transferred  to  the  profit  and  loss  account.  The  method  of 
profit  and  loss  distribution  determines  the  profit  or  loss  of  each 
partner.  All  that  remains  to  be  done  now^then^is  to  make  an  entry 
which  will  record  the  distribution  and  transfer  of  each  partners 
share  of  the  profit  or  loss  to  the  partners*  respective  accounts. 

In  practice  the  net  profit  or  loss  is  generally  transferred  to 
drawings  or  personal  account  of  each  partner.  Here, to  eliminate 
some  of  the  detail  work,  all  entries  affecting  the  interest  of 
partners  are  made  through  the  capital  accounts. 

If  the  final  results  show  a profit,  its  distribution  is  reoorded 
by  debiting  profit  and  loss  and  crediting  each  partner  for  his  share. 
Conversely,  if  a loss  appears,  it  is  distributed  by  debiting  the 
partners’  accounts  for  their  respective  shares  and  crediting  profit 
and  loss. 

6.  Interest  on  Partners’  Accounts. 

»*hen  differences  are  present  in  the  amount  invested  and  the 
abilities  of  each  partner,  allowance  of  interest  on  partners’  cap- 
ital, additional  investments,  drawings,  and  so  forth  will  tend  to 
bring  about  a more  equitable  distribution  of  the  final  profit  or 
loss.  An  extreme  example  may  be  cited  where  one  of  the  partners 
did  not  contribute  any  capital  to  the  firm.  The  unfairness  of  a 
situation  of  this  sort  will  not  be  apparent  so  long  as  the  net  profit 
exceeds  a fair  return  on  the  capital  invested;  but  assuming  that 
there  are  three  partners  and  two  of  them  invested  .£75,000  while  the 
other  was  not  required  to  make  any  investment  due  to  his  greater 
ability  and  business  experience,  that  the  profit  is  divided  equally 
among  them,  and  that  the  net  profit  is  -,>3,000,  the  unfairness  will 
at  once  become  clear. 

By  using  figures  the  difference  in  the  tv?o  methods  may  be  de- 
termined as  follows: 

Schedule  of  Partners’  Accounts 

A B C Total 


Division  of  profits  without 
interest  on  capital 
If  interest  is  allowed: 
Capital 

Interest  at  6% 

Distribution  of  loss 
Received  by  each  partner 
Difference  in  two  methods 


1.000 


v1*000 


,>1.000 


37.500 


2,250 
500 
1,750 


37j500 


None 


2,250 

500 


None' 

500 


75_j000 


TioOC) 

1.500 


The  two  methods  reveal  that  if  interest  on  capital  is  not 
allowed,  C^who  was  apparently  unable  to  earn  any  pure  profit  for  the 
firm, would  receive  .£1,000.  If  interest  is  allowed,  the  interest  re- 
quirement is  94,500;  therefore  the  real  facts  show  that  instead  of  a 
profit  of  .£3,000,  a net  loss  of  *51,500  was  incurred  by  the  business. 
C’s  account  in  this  case  reveals  a debit  balance  or  deficit  which 
he  must  make  good  out  of  future  profits.  A and  B,  on  the  other  hand, 
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are  at  liberty  to  withdraw  *1,750  each  or  a gain  of  *750  for  each 
of  them  over  the  method  which  did  not  provide  for  interest  on 
capital. 

Interest  on  investment  or  capital  is  sometimes  agreed  upon  in 
order,  first,  to  determine  the  real  profit  of  the  concern  after  a 
fair  return  has  been  allowed  on  the  investment and  second,  to 
arrive  at  a fairer  distribution  of  profits.  It  often  happens  that 
a partner  with  a larger  amount  of  capital  is  neither  more  experienced 
nor  skilled  than  the  other  partners  and  a distribution  of  profits  in 
proportion  to  investment  would  clearly  be  unfair  to  those  with  less 
capital.  An  equal  distribution  would  be  unfair  to  the  partner  with 
the  greater  investment.  Interest  on  investment  is,  therefore, 
allowed  to  adjust  these  differences.  It  must  be  agreed  upon  by  the 
partners  before  interest  on  investment  can  be  allowed  because  the 
law  does  not  ppovide  for  any  interest  allowance. 

7.  Interest  on  excess  and  Deficiency  of  Capital. 

It  frequently  happens  that  partners  agree  to  invest  certain 
amounts  and  later  actually  invest  more  or  less  than  their  agreed 
shares.  To  remedy  any  injustice  which  might  arise  therefrom,  in- 
terest may  be  charged  on  deficiency  and  credited  on  excess  invest- 
ments. 

The  same  result  may  be  reached  either  by  making  the  interest 
adjustments  through  the  profit  and  loss  account  or  directly  through 
the  partners  accounts. 

The  following  case  will  be  used  for  illustration. 

A,  3,  and  C agreed  to  contribute  *10,000,  *15,000,  and  *20,000 
respectively.  Their  actual  contributions  have  been  - A,  *15,000; 

B,  *15,000;  C,  *13,000.  Profits  and  losses  are  shared  in  proportion 
to  investments. 

The  net  profit,  before  interest  adjustments,  is  *7,560. 

Interest  at  Go  is  to  be  calculated  on  deficiency  and  excess 
investments. 

Prepare  schedule  of  partners1  accounts. 
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Solution: 


Schedule  of 

Partners 

* Accounts 

A 

B 

C 

Total 

(a) 

Agreed  contributions 

*10,000 

*15,000 

*2O,OO0 

*45,600 

deficiency  and  excess 

investment 

5,000 

(2,000)  __ 

3,000 

Actual  contributions 

15,000 

15,006 

18,006 

48,000 

Interest  on  excess  and 

deficiency 

300 

(120) 

180 

Distribution  of  profit 

1,640 

2.460 

3,280 

7,380 

Final  balance 

16.646 

■ lOW 

21, 160 

55,560 

(b) 

Actual  contributions 

15  6b6 

15, 600 T 

' i&  ,Wo' T ■ 

43,000 

Interest  on  actual  con- 

tributions 

900 

900 

1,080 

2,880 

Distribution  of  profit 

1,040 

1,560 

2,080 

4,680 

Final  balance 

16,940 

17,460 

£1,160 

55,560 

Like  results  can  always  be  arrived  at  by  either  of  the  two 
methods  above.  The  first  (a)  shows  interest  computed  only  on  the 
excess  and  deficiency  investments, while  in  the  second  (b)  method 
interest  is  allowed  on  the  actual  investments. 


\«hen  the  investments  of  partners  are  equal  and  the  profit  and 
loss  is  divided  equally,  the  interest  adjustment  can  be  made  through 
the  partners  accounts  witha&t  interfering  with  the  profit  and  loss 
acoount.  This  is  accomplished  by  arriving  at  a new  capital  ratio  by 
using  the  actual  contributions  and  calculating  each  partners  con- 
tribution according  to  the  new  ratio.  The  excess  and  deficiency  in- 
vestments, in  this  case,  will  alv/ays  be  equal.  The  partner  with  a 
deficiency  investment  owes  interest  to  the  partner  who  invested  more 
than  his  share. 


For  example,  suppose  D,  E and  F are  partners  with  agreed  con- 
tributions of  *12,000  each  and  actual  contributions  of  *10,000, 
*9,000,  and  *14,000  respectively  and  that  interest  on  excess  and 
deficiency  is  to  be  considered. 


If  the  profit  is  assumed  to  be  *4,500  a comparative  schedule 
showing  the  result  of  the  two  methods  may  be  prepared. 


Schedule  of  Partners  Accounts 


D 

E 

■’'Total 

(a)  Investment  - Actual 

*10 , 000 

s,9,000 

*14,000 

*33,000 

Interest  adjustment 

among  partners 

(60) 

(120) 

180 

Distribution  of  profit 

1,500 

1,500 

1,500 

4,500 

Final  balance  11,440  10,365  " 15, "68b  " 37 

(b)  Investment  - Actual  lo,o6o  9,006  14,600  33,000 

Interest  adjustment  through 


Profit  & Loss  (120)  (180)  120  (180) 

Distribution  of  profit  1,560  1,560  1,560  4,680 

Final  balance  11,440  10,580  15,680  57*500  ' 

The  total  actual  contribution  in  the  above  case  is  *33,000  instead 
of  *36,000  as  previously  agreed.  As  they  are  equal  partners,  the 
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interest  on  capital  may  be  adjusted  by  considering  in  (a)  that 
#11,000  is  the  contributory  share  of  each  partner;  therefore,  D has 
a deficiency  of  ,#1,000,  E pas  a deficiency  of  *2, 000  and  F has  an 
excess  investment  of  #3,000.  Thus  D owes  F #60  and  E owes  F #120. 
While  money  as  a rule  is  not  paid, the  same  result  is  reached  by 
charging  D for  ^60  and  E for  <#120  and  crediting  F for  ^180. 

In  the  second  case  (b)  the  adjustment  is  made  through  the  profit 
and  loss  account  by  computing  the  interest  on  actual  deficiency  and 
excess  investments.  The  agreed  contribution  is  <#12,000  for  each 
partner.  On  this  basis  D*s  deficiency  is  {.#12,000  - *10,000)  or 
#2,000;  E’s  deficiency  is  (.#12,000  - ,#9,000)  or  <#3,000;  and  F’s 
excess  is  (#14,000  - #12,000)  or  #2,000. 

8.  Recording  of  Interest  on  Capital. 

Interest,  when  allowed,  may  be  recorded  either  as  "interest  on 
partners  * investment"  and  handled  as  other  charges  in  the  profit  and 
loss  statement  or  treated  as  an  allocation  of  profit.  In  the  first 
case  the  entry  is  made  by  charging  Interest  on  Partners’  Investment 
and  crediting  the  partners  accounts  for  their  respective  shares. 

The  Interest  on  Partners’  Investment  account  is  closed  regularly 
with  other  charge  accounts.  In  the  second  case,  the  debit  is  to 
profit  and  loss  and  the  credit  to  partners’  accounts.  Partnerships 
with  equal  investments  and  distribution  of  profits  and  losses  may 
make  interest  adjustments  through  the  partners*  accounts  without 
interfering  with  the  profit  and  loss  account. 

By  reference  to  Section  7 above,  the  two  methods  of  recording 
interest  on  the  books  of  the  firm  may  be  illustrated  by  using  the 
figures  shown  in  the  ABC  and  D E F problems.  Amounts  required 
for  the  entries  are  taken  from  the  schedules  of  partners’  accounts. 

ABC  Problem: 

(a)  Entries  when  interest  is  computed  on  excess  and  deficiency 
investments:  „ 


C - Capital 

#120 

Profit  & Loss 

180 

A - Capital 

#300 

Interest  adjustment 

Profit  & Loss 

7,380 

A - Capital 

1,640 

B - Capital 

2,460 

C - Capital 

3,280 

Distribution  of  profit 

(b)  Entries  when  interest  is  calculated  on 

actual  contributions 

Profit  x Loss 

2,880 

A - Capital 

900 

B - Capital 

900 

C - Capital 

1,080 

Interest  allowance 

I 

. 
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Profit  & Loss 
A - Capital 
B - Capital 
C - Capital 

Distribution 


4,680 

of  profit 


1,040 

1,560 

2,080 


D E F Problem: 


(a)  Entries  for  interest  adjustments  without  the  use  of  the 
profit  and  loss  account : 


D - Capital 

4 60 

E - Capital 

120 

F - Capital 

$ 180 

Interest  adjustment 

Profit  <k.  Loss 

4,500 

D - Capital 

1,500 

E - Capital 

1,500 

F - Capital 

1,500 

Distribution  of  profit 


(b)  Entries  for  interest  adjustments  by  using  the  profit  and 
loss  account. 


D - Capital  120 

E - Capital  180 

F - Capital  120 

Profit  & Loss  180 

Adjustment  of  interest 

Profit  & Loss  4,680 

D - Capital 

E - Capital 

F - Capital 

Distribution  of  profit 

It  will  be  noted  here  that  although  the  net  profit  distributed 
among  the  partners  is  *>180  more  than  in  (a)  the  final  results  or  the 
balances  of  the  partners*  accounts  are  the  same  in  both  (a)  and  (b). 


1,560 

1,560 

1,560 


9,  Insurance  on  Partners’  Life. 

Strictly  speaking,  this  subject  is  not  purely  a partnership 
problem.  Sole  proprietors  frequently  insure  their  own  lives  for  the 
protection  of  their  estates.  Corporations,  especially  those  whose 
stock  is  closely  held,  often  insure  one  or  two  of  the  most  important 
officers  for  the  benefit  of  the  business.  Probably,  however,  more 
through  custom  than  any  other  reason,  life  insurance  has  been  em- 
phasized more  strongly  in  partnership  accounting  than  accounting  for 
other  units  of  organization  such  as  the  sole  proprietorship  and 
corporation.  Where  each  partner  is  endowed  with  some  special  ability 
not  possessed  by  the  others,  the  insurance  of  the  lives  of  some  or 
all  the  partners  may  turn  out  to  be  a wise  investment. 

10.  Protection  Afforded  by  Insurance  in  Case  of  Death. 
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The  death  of  one  partner  will  dissolve  the  partnership.  If 
death  of  the  most  important  partner  should  occur  in  the  early  life 
of  the  partnership,  heavy  losses  might  result.  Life  insurance  will 
usually  compensate  the  business  and  eventually  the  estate  of  the 
deoeased  partner  for  at  least  a part  of  the  loss  arising  as  a re- 
sult of  the  death  of  the  partner.  In  case  of  death,  the  surviving 
partners  may  liquidate  the  entire  business,  may  decide  to  pay  the 
interest  of  the  deceased  partner  to  his  estate  and  continue  the 
business,  or  if  possible  sell  the  business  as  a going  concern. 

However,  unless  otherwise  specifically  provided  in  the  copartnership 
agreement,  the  estate  of  the  deceased  partner  can  demand  the  liquida- 
tion of  the  business.  At  any  rate, the  resulting  loss  is  generally 
large  and  unless  protected  by  insurance,  the  concern  may  not  have 
sufficient  funds  to  pay  the  estate  the  interest  of  the  dead  partner 
and  train  another  person  in  order  to  replace  the  ability  that  is  now 
lacking  in  the  business. 

11.  Kind  of  Protection  to  Buy. 

There  are  several  kinds  of  life  insurance  policies  that  may  be 
purchased.  The  endowment  policy,  such  as  twenty-year  endowment,  is 
the  kind  where  premiums  are  paid  for  the  number  of  years  stated  in 

— the  insurance  contract  and  at  maturity  the  face  of  the  policy  is  paid, 
unless  the  insured  died  previously  and  the  concern  received  the  full 
amount  of  the  policy.  A limited  life  policy  is  one  wherein  premiums 

— are  paid  for  a certain  number  of  years  only,  but  the  policy  does  not 
become  due  and  payable  until  the  death  of  the  insured.  Closely  re- 
lated to  the  limited  payment  life  policy  is  the  whole  life  contract 
in  which  premiums  are  paid  during  the  whole  life  of  the  insured.  The 
amount  of  the  policy  is  payable  only  in  case  of  death.  Another  type 
of  insurance  which  may  sometime  be  used  to  advantage  is  the  tern 
policy.  As  the  name  implies,  this  policy  is  taken  out  for  a specific 
term  such  as  five,  ten,  or  fifteen  years. 

Two  theories  are  generally  followed  in  respect  to  life  insurance. 
One  is  that  of  protection  and  the  other  is  that  of  investment,  with- 
out entering  into  a dispute  on  this  point,  it  may  be  said  that  there 
is  a place  for  both  types  of  theories.  3ut  for  a group  of  persons 
who  associate  with  each  other  to  undertake  certain  business  risks 
for  investment  purposes,  the  protection  rather  than  the  investment 
theory  should  be  followed.  That  being  the  case,  the  cheapest  type  of 
insurance  with  the  greatest  protection  should  be  purchased  by  a part- 
nership. ;,hole  life  and  term  policies  include  both  of  these 
characteristics ,1. e.^ low  premiums  with  maximum  protection  in  case  cf 
death.  As  between  these  two  types  of  policies, circumstances  in  each 
case  will  dictate  the  kind  of  insurance  to  purchase.  When  the  business 
is  not  of  a special  and  limited  nature  and  specific  provision  is  made 
for  the  renewal  of  the  partnership  contract  at  the  expiration  of  the 
present  term,  the  straight  or  whole  life  policy  should  be  chosen.  The 
reason  for  this  is  that  the  protection  would  be  secure  and  permanent. 

In  special  partnership  or  those  with  a short  life  and  organized  for  a 
single  purpose  without  provision  for  renewal,  the  term  policy  which 
may  correspond  with  the  term  of  the  partnership  contract  should  be 
preferred  because  it  is  the  cheapest  type  of  insurance  which  can  be 
purchased.  Premiums  are  highest  in  endowment  policies  and  lowest 
in  term  contracts.  Of  the  other  two,  the  whole  life  policy  has  the 
lower  premiums. 
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12.  Recording  of  Insurance  Premiums. 

Premiums,  when  paid,  may  be  charged  to  a life  insurance  account. 

At  the  end  of  each  period  the  unexpired  or  unused  premiums  may  be 
shown  in  the  balance  sheet  and  the  premiums  used  classed  as  an  ex- 
pense in  the  profit  and  loss  statement.  This  method  is  not  object- 
ionable when  applied  to  a term  policy  or  to  the  first  two  years  of 
a whole  life  policy  because  the  term  contract  hever  has  any  monetary 
value  beyond  the  protection  afforded  in  case  of  death.  The  whole 
life  contract  has  no  asset  value  in  the  first  two  years.  Beginning 
with  the  end  of  the  second  year,  however,  some  value  usually  attaches 
to  the  whole  life  policy. 

13.  Cash  Surrender  Value  of  Policy. 

With  the  exception  of  term  insurance  policies,  every  policy  has 
a cash  surrender  value  beginning  with  the  end  of  the  second  year. 

This  means  that  the  insured  can  obtain  the  cash  value  as  stated  in 
the  policy  at  any  time  after  the  end  of  the  second  year  if  he  so 
desires.  Correctly  kept  records  will  show  the  cash  surrender  value 
of  the  policy  year  by  year  as  an  asset.  In  fact,  the  cash  value  of  a 
life  insurance  policy  is  one  of  the  most  secure  assets  on  the  balance 
sheet.  It  will  gradually  increase  in  value  and  it  can  reasonably 
be  said  that  it  will  not  be  likely  to  decrease  in  value  through  any 
financial  reverses  of  the  insurance  company. 

Two  views  are  followed  in  recording  of  the  cash  surrenc er  value, 
the  first  is  that  the  value  should  not  be  shown  on  the  books  until 
the  end  of  the  second  year  or  shown  from  the  date  the  cash  value 
accrues  in  favor  of  the  insured;  and  the  second  view  is  that  the 
cash  value  should  be  shown  at  the  end  of  the  first  year  even  though 
the  policy  contains  no  actual  cash  value  at  that  time.  The  writer 
favors  the  second  view  because  in  every  case  the  books  of  a concern 
are  kept  not  on  an  actual  cash  basis  but  on  a going  concern  value 
basis.  At  the  end  of  the  first  year,  one-half  the  cash  surrender 
value  should  be  entered  on  the  books  for  balance  sheet  purposes. 

14.  Adjustment  of  Premiums  at  Close  of  Period. 

The  adjustment  required  in  respect  to  the  first  two  years  will 
depend  on  the  viewpoint  taken  by  the  person  in  charge  of  the  accounts. 
If  the  first  view  is  followed  no  adjustment  will  be  made  at  the  end 
of  the  first  year.  Under  this  method  an  adjustment  will  be  made  the 

end  of  the  second  year  by  debiting  an  account  for  cash  surrender 

value  for  the  cash  value  of  the  policy  and  crediting  one-half  the 
amount  to  the  partners*  personal  accounts  and  crediting  the  premiums 
account  for  the  other  half.  The  effect  of  this  entry  is  that  it 
corrects  the  previous  year’s  profit  and  reduces  the  premiums  to  the 
true  cost  of  the  protection  for  the  present  period.  In  subsequent 
years,  the  increase  in  cash  value  of  the  policy  is  brought  on  the 
books  by  debiting  the  cash  surrender  value  account  and  crediting  the 
premiums  account.  There  is  one  difference  only  between  the  first 
and  second  methods;  that  is  that  in  the  second  method  one-half  the 
cash  surrender  value  is  brought  on  the  books  at  the  end  of  the  first 
year  by  debiting  cash  surrender  value  and  crediting  the  premiums 
account.  A similar  entry  will  be  made  at  the  enc  of  the  second  year. 

Thereafter  the  adjustment  would  be  the  same  under  either  method. 
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15.  Internal  Revenae  Ruling  on  Life  Insurance. 

The  present  income  tax  laws  state  that  life  insurance  premiums 
are  not  proper  deduction  from  gross  income.  In  other  words,  the 
insurance  premiums ^whether  gross  or  net,  cannot  be  handled  as  an 
expense  in  filing  the  income  tax  return  with  the  Federal  Government. 
On  the  other  hand,  the  proceeds  of  life  insurance  policies  paid  at 
maturity  of  the  policy  or  in  the  event  of  death  are  not  classed  as 
taxable  income. 

16.  Use  of  Reserve  Account  for  Insurance. 

The  Federal  Income  Tax  provision  in  regard  to  life  insurance  can 
be  met  by  slightly  changing  the  accounting  method  explained  above. 

Two  accounts  may  be  opened;  one  to  record  all  premiums  paid  and  the 
other,  a valuation  account,  to  show  the  difference  between  the  total 
premium  paid  to  date  and  the  cash  surrender  value  or  the  net  pro- 
tection cost  to  date.  Under  this  method,  premiums  paid  are  debited 
to  a Life  Insurance  Premiums  account.  At  the  close  of  each  period 
the  partners*  personal  aocounts  are  debited  for  the  respective 
shares  of  the  cost  of  the  insurance  and  a Reserve  for  Life  Insurance 
Premiums  account  credited  for  the  periodic  cost  of  the  policy. 

//here  the  tax  provision  is  disregarded  for  regular  accounting 
purposes,  a Life  Insurance  Cost  account  may  be  debited  and  the 
reserve  account  credited  at  the  enc]  of  each  year.  An  adjustment  can 
easily  be  made  when  filing  the  income  tax  return  in  order  to  comply 
with  the  tax  laws  requirement.  This  may  be  accomplished  by  adding 
back  to  the  net  profit  for  the  year  the  amount  charged  to  profit 
and  loss  as  shown  by  the  Life  Insurance  Cost  account.  The  following 
case  is  used  to  illustrate  the  method  just  explained. 

A partner *s  life  is  insured  for  the  benefit  of  the  business  for 
*10,000.  The  annual  premiums  amount  to  *375  and  the  cash  surrender 
value  at  the  end  of  the  second  year  is  *330.  Prepare  journal  entries 
covering  the  first  three  years. 

First  Year 

Life  Insurance  Premiums  *375 

Cash  $375 


Ehd  of  First  Year 

Life  Insurance  Cost  210 

Reserve  for  Life  Insurance  Premiums  210 

To  set  up  as  reserve  the  difference 
between  premiums  paid  and  one  half 
cash  surrender  value  shown  at  end 
of  second  year. 


Life  Insurance  Premiums 
Cash 


Gecond  Year 


375 


375 
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^nd  of  Jeoond  Year 

Life  Insurance  Cost  ^210 

Reserve  for  Life  Insurance  Premiums 
See  explanation  at  end  of  first 
year. 


Third  Year 


Life  Insurance  Premiums 
Cash 


375 


ind  of  Third  Year 


Cash  surrender  value  at  end  of  third  year  550 

Life  Insurance  Co3t  155 

Reserve  for  Life  Insurance  Premiums 

To  set  up  as  reserve  the  difference 
between  increase  in  cash  value 
and  amount  of  premiums  paid: 

Cash  value  end  of  third  year  ^550 

" " " ” second  " 330 

Increase  in  value  232TT 

Amount  of  premiums  575 

Difference  or  cost  for 
the  year  155 


210 


375 


155 


17.  Handling  of  Premium  expense  on  Profit  and  Loss  statement. 


The  premium  expense  or  the  life  insurance  cost  is  usually 
handled  as  an  operating  expense.  An  objection  may  be  raised,  how- 
ever, against  this  method  because  the  expense  is  not  a necessary 
cost  of  operation.  It  represents  the  cost  of  a possiale  loss  which 
may  arise  consequentially  from  the  ceath  of  the  insured  but  not  from 
the  operation  of  the  business.  Some  accountants  prefer  to  handle 
this  item  as  an  other  charge.  This  practice  may  also  be  objected 
to  because  it  will  affect  the  net  profit  for  the  period.  To 
eliminate  all  possible  objections,  the  life  insurance  cost  should 
be  deducted  from  the  net  profit  available  for  distribution.  Of 
course  if  the  item  is  excluded  from  the  profit  and  loss  statement, 
it  may  be  closed  directly  into  the  personal  accounts  of  the  partners. 


18.  Handling  of  Cash  Value  on  3alanee  Sheet. 


Irrespective  of  the  method  followed  regarding  life  insurance, 
the  cash  surrender  value  of  the  policy  should  be  shown  on  the  balance 
sheet  as  an  asset.  If  an  account  is  kept  for  the  cash  value,  the 
problem  is  very  simple.  One  must  choose,  hoaiever,  the  group  class- 
ification under  which  it  should  be  shown,  although  all  assets  can 
be  classified  into  current  and  fixed  assets,  expediency  frequently 
requires  the  use  of  additional  group  classification.  For  this  pur- 
pose, a convenient  heading  would  be  Other  Assets.  When  such  a class- 
ification is  used,  the  reader  of  a balance  sheet  may  decide  for 
himself  whether  the  item  should  be  regarded  as  a current  or  fixed 
asset. 


_ 


' 

. 


, . 

- 

■ - _-••• 


284. 


i.here  the  reserve  method  is  followed,  two  practices  have  been 
adopted.  The  advocates  of  one  prefer  to  show  the  total  premiums 
paid  to  date  as  other  assets  and  the  reserve  shown  in  the  liabili- 
ties section  either  as  other  liabilities  or  with  the  other  reserves; 
and  the  other  group  advocates  that  the  reserve  account  should  be 
deducted  from  the  total  premiums  paid  and  the  difference  extended 
as  the  cash  surrender  value  of  the  policy.  Thi3  practice  is  com- 
parable with  that  followed  in  the  showing  of  any  asset  with  offset- 
ting valuation  reserves  such  as  buildings  and  equipment  accounts, 
ho  argument  is,  of  course,  required  to  convince  the  intelligent 
reader  that  the  latter  practice  is  recommended  by  all  of  the  more 
experienced  and  educated  accountants. 

19.  Problem  with  all  Elements  Considered. 

The  illustrative  problem  used  in  this  section  will  not  literally 
involve  all  the  elements  discussed  in  this  chapter  because  it  would 
be  somewhat  a repetition  of  the  same  ground.  However,  as  the 
illustrations  used  involve  the  distribution  of  profits,  a problem 
dealing  with  the  distribution  of  losses  will  not,  therefore,  be  out 
of  place  here.  It  will  be  noticed  that  in  this  type  of  problems, 
the  interest  on  the  partners*  capital  ?/ill  increase  the  distributable 
losses  for  the  period. 

Golden,  Haines,  and  Isgur  on  January  1,  1926  entered  into  a 
partnership  agreement,  with  investment— Golden  *7,500;  Haines 
^10,000;  and  Isgur  .*12,500.  The  profits  and  losses  are  to  be  shared 
in  proportion  to  the  capital  investments. 

as  the  partnership  agreement  is  not  complied  with,  the  partners 
decide  to  credit  and  charge  interest  at  6%  on  excess  and  deficiency 
capital  contributions,  actual  contributions  made  were,  Golden 
*6,000;  Haines  *12,000;  and  Isgur  *12,500.  The  operating  losses 
before  interest  adjustments  were  made,  are  *6,450. 

From  the  above  facts  prepare  a schedule  of  partners*  accounts 
under  two  methods.  Journal  entries  under  each  method  are  also  re- 
quired. 
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Solution:- 


Schedule  of  Partners  * Accounts 


First  method 
Agree d contributions 
Excess  end  deficiency 
Actual  contributions 
Interest  on  excess  and 


(Tonin' 

;;i7;5oy 

(1,500) 


Tolal 


Ilaines 

,10,550  2^5 oo 


isnU* 


2,000  lW,500 

— so;  boo' 


deficiency 

120 

30 

Balances 

5,9lO 

12,120 

12 , 5'0'CT 

30 , o30 

Distribution  of  loss 

1,620 

2,160 

2,700 

6,480 

Final  balances 

4j2inr 

9,960 

9,s6o 

24,0bO 

Second  method 

Actual  contributions  6,000 

Interest  on  actual  contributions  560 
Balances  6,360 

Distribution  of  loss  2,070 

Final  balances  1,290 


12,000  12,500  30,500 

720  750  1,830 

T§7720 15^250 327m 

2,760  3.450  8,280 

"37W  0','W  ~ ' 24 1 <m 


Uournal  Entries  - First  method: 


Golden  - Capital 
Profit  «,  Loss 

Haines  - Capital 

To  charge  and  credit  partners 
for  excess  and  deficiency 
investments : 

Golden's  deficiency, 

$1,500  tn  6%  $90 

Haines’  excess  *'2,000  © 6 % 120 
Difference  to  P & L 35 


Golden  - Capital 
Haines  - Capital 
Isgur  - Capital 
Profit  & Loss 

To  close  net  loss  into 
partners’  accounts: 
Business  loss 
Interest  on  excess 
investment s-net 
Distributable  loss 


*6,450 

30 

06,480 


$90 

30 


1,620 

2,160 

2,700 


Journal  entries  - Second  method: 


Profit  & Loss 

Golden  - Capital 
Haines  - Capital 
Isgur  - Capital 

To  credit  partners  for  interest 
on  actual  contributions 


$1,830 


*>120 


6,480 


360 

720 

750 
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Golden  - Capital 
Haines  - Capital 
Isgur  - Capital 
Profit  & Loss 

To  close  profit  & loss  account 
into  partners'  accounts: 

Business  loss  *6,450 

Interest  on  actual 
investments  1,830 

Distributable  loss  *3,260 


*2,070 

2,760 

3,450 


*8,280 
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CHAPTER  XVII 
CORPORATION 


1.  General  Principles. 

Accounting  for  corporations  does  not  differ  in  most  respects 
from  the  accounting  for  either  the  sole  proprietorship  or  partnership. 
As  with  partnership  accounting,  corporation  accounting  differs  only  in 
the  accounting  for  the  net  worth  items  such  as  capital  and  profits. 
However,  the  organization,  operation,  and  dissolution  of  corporations 
are  governed  by  statutory  laws.  Unlike  the  Uniform  Partnership  Law, 
there  is  no  uniform  corporation  law.  Practically  every  state  has  a 
corporation  law  which  is  different  from  the  other  states. 

In  Massachusetts,  business  corporations  are  governed  by  the 
General  Laws,  Chapters  155  and  156.  Chapter  155  deals  with  the  general 
provisions  relative  to  all  corporations,  while  Chapter  156  deals  en- 
tirely with  business  corporations.  Unless  otherwise  stated,  reference 
will  be  made  to  Chapter  156. 

The  corporation  is  a person  created  by  law.  It  has  a legal  entity 
separate  and  apart  from  the  members  who  compose  it. 

A corporation  may  be  organized  by  three  or  more  persons  b;  filing 
the  necessary  agreements  and  articles  of  organization  with  the  sec- 
retary of  the  Commonwealth  of  Massachusetts.  Section  6. 

The  corporate  powers  are  enumerated  in  Section  6 of  Chapters  155 
and  Section  4 of  Chapter  156. 

Corporations  may  issue  more  than  one  class  of  capital  stock. 

Classes  of  stock  are  divided  into  shares  which  may  be  with  or  without 

— a par  value.  In  case  more  than  one  class  of  stock  is  issued,  the 
rights,  benefits,  and  obligations  must  be  described  in  the  charter  and 
stook  certificates.  Generally  where  there  are  two  classes  of  stock 
they  are  classed  as  common  and  preferred  stock  ?vhich  may  be  subdivided 
indefinitely.  Section  6. 

Preferred  stock  is  a class  of  stock  which  has  one  or  more  pre- 
ferences over  the  common  or  ordinary  stock.  The  preferences  may  be  as 
to  dividends,  assets  at  liquidation,  voting,  etc. 

— stock-may  be  issued  for  cash,  property,,  and  services  and  may  be 
made  payable  in  cash  or  by  installments.  However  it  cannot  be  sold 
at  a discount.  Section  15. 

The  business  of  the  corporation  is  transacted  by  a board  of 
directors  eleoted  at  the  annual  meeting  of  the  stockholders.  The 
powers  of  the  directors  are  enumerated  by  the  law,  the  charter,  and 
by-laws  of  the  corporation. 

Stockholders  and  officers  may  be  liable  to  the  corporation  or 
creditors.  Sections  10  and  35-40. 


Every  corporation  shall  file  with  the  stqte  an  annual  report 
showing  the  financial  condition  of  the  corporation.  Section  47. 
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2.  Importance  of  Corporation. 


An  analysis  of  figures  published  by  the  United  states  Treasury 
Department  shows  that  the  number  of  business  concerns  under  the 
different  types  of  ownership  changed,  from  1919  to  1925,  as  follows:: 


1919  1925  Change 


Sole  proprietorships 
Partnerships 
Corporations 
Total 


1,124,385  978,792 

180,656  309,414 

320.198  430,072 


145,593 

128,758 

109,874 

”£053' 


The  above  table  indicates  that  corporations  comprise  more  than 
25$  of  all  business  units.  If  the  same  rate  of  growth  is  assumed,  the 
number  of  corporations  will  probably  amount  to  approximately  one- 
third  of  the  total.  Although  this  comparison  is  significant,  a com- 
parison of  the  net  profits  for  1925  for  the  different  organization 
units  will  be  more  striking.  In  1925,  the  net  corporate  income  as 
shown  on  page  30  of  wApplied  Business  Finance”  by  E.  E.  Lincoln,  is 
^9,583,684,000  and  the  total  net  income  of  the  other  business  units 
is  v5, 515, 829, 953.  These  figures  show  that  the  net  corporate  income 
constitutes  about  63$  of  the  total  net  income  reported  in  1925.  Com- 
parisons of  gross  income,  capitalizations,  number  of  wage  earners, 
and  so  forth  could  be  made  to  emphasize  further  the  importance  of  the 
corporate  form  of  organization,  but  the  information  given  above  is 
deemed  adequate  for  present  purposes.  It  should  be  at  least  enough 
to  incite  the  interested  reader  to  further  study  of  the  subject. 

3.  Organization  of  Corporation. 

The  law  provides  that  three  or  more  persons  may  associate  them- 
selves by  written  agreement  of  association  with  the  intention  of 
forming  a corporation  under  the  general  laws  for  a lawful  purpose. 
Financial,  insurance,  railroads,  and  public  utility  corporations  are 
excluded  from  the  above  provision  because  a special  legislative  act 
is  generally  necessary  for  the  organization  of  these  corporations. 

In  organizing  a business  corporation,  the  agreement  of  association 
must  contain  the  following  provisions: 

1.  That  the  organizers  or  subscribers  intend  to  form  a corpora- 
tion. 

2.  The  name  to  be  assumed  by  the  corporation. 

3.  The  location  of  the  principal  office.  In  case  the  corporation 
is  organized  to  do  business  entirely  outside  of  Massachusetts,  the 
principal  office  without  the  state  must  be  given. 

4.  The  corporate  purpose  and  the  nature  of  the  business  to  be 
transacted. 

5.  If  only  shares  with  par  value  are  to  be  issued,  the  total 
amount  of  stock  and  the  par  value,  which  shall  not  be  less  than  five 
dollars,  shall  be  stated.  And  if  no  part  value  shares  are  to  be 
issued,  the  number  of  shares  shall  be  stated. 

6.  Any  restrictions  imposed  upon  the  transfer  of  stock. 

7.  A detailed  description  of  each  class  stock  is  necessary  where 
two  or  more  classes  of  stock  are  to  be  issued. 

8.  The  names  of  the  subscribers  who  shall  have  the  authority  to 
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call  the  first  meeting  of  the  incorporators. 

9.  Karnes,  residences,  and  amount  of  stook  subscribed  by  each 
incorporator. 

10.  Any  other  lawful  provisions  in  respect  to  the  regulation  of 
the  business,  dissolution  of  the  corporation,  powers  of  directors, 
and  the  rights  of  any  class  of  stock. 

The  first  meeting  of  the  incorporators  shall  be  called  by  the 
persons  designated  in  the  agreement  of  association  upon  giving  at 
least  seven  days  written  notice  to  each  incorporator.  A temporary 
clerk  shall  be  chosen  by  ballot  and  sworn,  the  by-laws  must  be 
adopted,  and  the  directors,  treasurer,  clerk,  and  su£h  other  officers 
as  the  by-laws  may  require  shall  be  elected  by  the  stockholders.  At 
such  first  meeting,  a majority  of  directors  shall  sign  and  make  oath 
to  the  articles  of  organization  by  setting  forth  the  following: 

1.  A copy  of  the  agreement  of  association  with  the  names  of  the 
subscribers  thereto. 

2.  The  date  of  the  first  meeting. 

3.  The  amount  of  capital  stock  to  be  issued  and  the  mode  of 
paying  for  such  stock. 

4.  Names  and  addresses  of  each  officer  of  the  corporation. 

At  this  tine  a complete  record  of  proceedings  including  the 
agreement  of  association,  articles  of  organization,  by-laws,  and  so 
forth  shall  be  submitted  to  the  commissioner,  who  will  endorse  his 
approval  on  the  articles  if  he  finds  that  the  laws  have  been  properly 
complied  with.  Upon  the  proper  approval,  the  state  secretary  shall 
issue  to  the  corporation  a charter  or  a certificate  of  incorporation. 
Of  course  the  incorporation  fee  shall  accompany  the  corporation 
papers.  The  fee  in  Massachusetts  is  one-twentieth  of  one  percent  of 
the  amount  of  par  value  stook  and  five  cents  per  share  of  no  par 
value  stock,  but  in  no  case  the  minimum  fee  shall  be  less  than  fifty 
dollars. 

4.  Classes  of  Stock. 

Capital  stock  may  be  divided  into  preferred  and  common,  class  A 
and  class  B,  and  par  and  no  par  value  stock.  Preferred  stock  is  a 
type  of  stock  with  preferences,  voting  powers,  restrictions,  or 
qualifications  as  set  forth  in  the  agreement  of  association  at  the 
organization  of  the  corporation,  or  determined  by  a proper  amend- 
ment thereof.  The  usual  preferences  are  as  to  dividends,  which  may 
be  cumulative  or  non-cumulat ive,  and/or  assets  in  case  of  liquida- 
tion or  dissolution.  Cumulative  preferred  refers  to  that  type  of 
stock  which  is  entitled  to  all  arrear  dividends,  if  any,  before  the 
common  stock  can  receive  any  dividend  whatever.  Non-cumulat ive  pre- 
ferred stook,  on  the  other  hand,  means  that  if  dividends  are  de- 
faulted at  any  time,  such  arrear  dividends  are  lost  forever  to  the 
holders  thereof.  Such  stock  may  have  any  other  preference  but  no 
preference  shall  be  assumed  by  the  title  preferred  stock.  In  fact, 
sometimes  the  preferences  are  so  insignificant  and  the  restrictions 
so  great  that  the  stook  candid  more  properly  be  called  "restricted 
stock".  Common  stock  represents  the  ordinary  ownership  or  the  final 
equity  in  the  corporation.  However,  where  the  preferred  stock  has 
neither  restrictions  nor  preferences,  ownership  rights  are  classed  on 
an  equal  footing  wfith  common  stock.  For  example,  the  preferred  stock 
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will  participate  equally  with  the  common  stock  after  both  classes 
have  received  a dividend  equal  to  the  preferred  dividend  rate  unless 
it  is  expressly  stated  that  the  preferred  stock  is  non-participating. 
Conversely,  unless  the  cumulative  provision  is  stated,  the  preferred 
stock  would  be  non-cumulative. 

Class  A and  class  B stock  may  be  compared  with  preferred  and 
common  stock.  By  comparing  class  A stock  with  a preferred  stock, 
the  only  notable  difference  between  them  is  the  name.  Likewise, 
class  B stock  and  common  stock  are  similar  in  every  respect.  Of 
course  they  may  differ  where  more  than  two  classes  of  stock  a re 
issued  by  a corporation.  If  three  classes  A,  B,  and  C are  issued, 

A may  take  the  place  of  first  preferred;  B may  be  the  equivalent 
of  second  preferred;  and  class  C would  be  the  usual  common  stock. 

Par  value  stock  is  capital  stock  whose  certificate  of  ownership 
or  shares  have  a nominal  value  stated  on  each  stock  certificate. 

The  par  value  has  no  relation  to  the  true  value  or  the  value  at 
which  the  stock  is  sold  except  when  applied  to  the  original  sale  of 
the  stook.  Most  state  laws,  including  Massachusetts,  forbids  the 
original  sale  of  shares  at  less  than  the  par  or  nominal  value.  Bee 
Chapter  156,  Section  15  for  the  law  on  this  point.  No  par  value 
stock,  on  the  other  hand,  is  a class  of  stock  which  has  no  value, 
nominal  or  otherwise,  stated  on  the  face  of  the  stook  certificates. 
Although  the  majority  of  preferred  stock  issues  have  a par  value,  no 
par  value  preferred  stock  is  frequently  issued  by  mercantile  and  in- 
dustrial corporations. 

5.  Rights  and  Liabilities  Stockholders. 

Seotion  35  of  the  Business  Corporation  Laws  states  that  stock- 
holders are  liable  as  follows: 

1.  For  the  reduction  of  the  capital  stock,  if  such  reduction 
renders  the  corporation  bankrupt,  insolvent,  or  In  any  way  becomes 
unable  to  meet  the  existing  debts  and  contracts. 

2.  For  all  salaries  and  wages  due  to  operatives  for  services 
rendered  within  six  months  from  the  date  payment  is  demanded  from 
the  corporation. 

3.  «hen  the  stock  was  not  fully  paid  for  the  amount  due  on  the 
stock  held  by  the  respective  stockholders.  This,  of  course,  is  not 
an  additional  liability  on  the  part  of  the  stockholders  but  is  a 
liability  in  respect  to  the  subscription  contract  made  at  the  time 
the  stock  was  originally  sold. 

The  rights  of  each  class  of  stockholders  depends  generally  on 
the  provisions  contained  in  the  corporate  charter.  Every  class  of 
stook  has  the  same  rights  and  privileges  unless  preferred,  restricted, 
or  qualified  in  the  agreement  of  association,  articles  of  organiza- 
tion, or  any  amendment  thereof. 

6.  Liabilities  of  Officers  and  Directors. 

The  president,  treasurer,  and  directors  of  every  corporation 
shall  be  jointly  and  severally  liable  for  all  debts  and  contracts 
of  the  corporation  entered  into  while  they  are  officers  if  any  stock 
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is  issued  in  violation  of  law,  which  states  that  stock  shall  be 
issued  for  cash,  property,  services,  or  expenses  actually  received 
or  incurred.  Promissory  notes  and  other  evidence  of  indebtedness, 
although  classed  as  property  for  some  purposes,  will  not  constitute 
payment  for  any  stock  issued  by  a corporation.  Lee  lections  16  and 
36  of  Business  Corporation  Laws. 

Every  director  of  a corporation  shall  be  liable  jointly  and 
severally  for  debts  and  contracts  of  the  corporation  as  follows: 

1.  For  declaring  or  assenting  to  the  declaration  and  payment 
of  any  dividend  if  by  said  act  the  corporation  is  thereby  rendered 
insolvent.  The  liability  will  not,  however,  exceed  the  amount  of 
the  dividend  so  paid  to  stockholders. 

2.  For  the  amount  of  any  loan  made  to  a stockholder  if  the 
corporation  becomes  unable  to  pay  the  debts  contracted  while  the 
loan  remains  unpaid. 

In  either  case,  directors  who  vote  against  the  declaration  of 
the  dividend  and  making  of  the  loan  to  said  stockholder  shall  be 
exempt  from  any  liability  arising  from  the  acts  of  the  remaining 
directors.  See  Section  37. 

7.  Corporate  Reports. 

Most  state  laws  require  that  each  corporation  file  certain  re- 
ports if  the  corporation  is  incorporated  and/or  transacts  any 
business  within  the  states.  Because  state  laws  are  not  uniform, 
no  general  rule  would  be  accurate;  therefore,  only  the  reports  re- 
quired by  the  State  of  Massachusetts  will  be  considered  here. 

An  annual  report  of  condition  shall  be  filed  with  the  Commiss- 
ioner of  Corporation  and  Taxation  of  the  State  House.  The  report 
contains  information  about  the  condition  of  the  business  and  a 
balance  sheet  as  shown  by  the  form  supplied  by  the  state.  It  should 
be  filed  within  ninety  days  after  the  annual  meeting  of  the  corpora- 
tion. There  is  no  special  requirement  in  connection  with  the 
annual  report  except  that  if  the  capital  stock  of  the  corporation 
is  one  hundred  thousand  dollars  or  more,  said  report  shall  be  pre- 
pared or  verified  by  an  auditor.  Such  auditor  shall  be  chosen  by  a 
committee  of  three  stockholders  selected  at  the  prior  annual  meet- 
ing. In  the  absence  of  such  committee  the  directors  may  employ  the 
auditor.  The  committee  shall  not  include  any  director.  Nor  a 
bookkeeper,  treasurer,  director,  or  other  corporate  officer  shall  be 
appointed  auditor.  A filing  fee  of  ten  dollars  should  accompany 
the  annual  report. 

Every  corporation  shall  file  a tax  report  within  the  first  ten 
days  of  April  in  each  year.  This  return  is  the  most  difficult, 
especially  if  the  corporation  does  business  within  and  without  the 
state.  On  the  evidence  of  this  return,  each  corporation  is  assessed 
a tax  of  five  dollars  per  thousand  of  its  true  and  actual  net  vo  rth 
and  two  and  one-half  per  on  the  net  profit  of  the  prior  year  as 
reported  to  the  Internal  Revenue  Department.  Reports  which  are  not 
peculiar  to  a corporation  are  not  mentioned  here. 
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8.  Corporate  Books, 

Corporations  should  keep,  in  addition  to  the  ordinary  hooks 
kept  by  every  business,  the  following  books: 

1.  Minute  book, 

2.  Jtock  certificate  book. 

3.  ctock  ledger. 

4.  Jubscription  book  and  ledger. 

5.  Transfer  stock  book. 

1.  xhe  minute  book  is  the  most  important  record  book  of  the 
corporation.  It  contains  a detail  record  of  all  meetings  held  by 
it.  All  by-lavis  are  incorporated  therein  and  any  addition  to  or 
amendment  of  by-laws  must  be  stated  in  the  minute  book.  The  powers 
and  duties  of  officers  and  other  important  matters  are  described  in 
it.  Records  of  contracts,  declaration  of  dividends,  bond  issued, 
salaries  of  officers,  and  so  forth  are  stated  therein. 

2.  The  stock  certificate  book  is  in  the  nature  of  a check  book. 
The  stubs  constitute  records  of  original  entry  for  stock  issued.  All 
the  rights,  benefits,  and  liabilities  are  stated  on  eaoh  certificate 
which  constitutes  the  evidence  of  the  ownership  of  a certain  number 
of  shares  stated  on  its  face.  If  the  corporation  is  authorized  to 
issue  two  classes  of  stock,  a stock  certificate  book  is  required  for 
each  class  of  stock. 

3.  The  stock  ledger  is  a subsidiary  ledger  controlled  by  the 
capital  stock  account  kept  in  the  general  ledger.  Detail  reoords 
with  each  stockholder  is  kept  therein  and  in  principles,  it  may  be 
compared  with  the  accounts  payable  ledger.  Periodically  it  should 
be  proved  with  the  balance  of  the  capital  stock  account. 

4.  vThere  the  corporation  issues  stock  on  the  installment  plan 
a subscriptions  journal  should  he  kept  in  order  to  record  any  stock 
subscribed.  If  a subscriptions  journal  is  kept,  no  record  of  sub- 
scription. is  entered  in  the  general  journal;  but  if  the  number  of 
subscriptions  is  small,  a subscription  journal  need  not  be  kept  and 
a record  of  subscriptions  would  be  entered  in  the  general  journal. 

The  same  rule  applies  to  the  subscription  ledger.  If  the  sub- 
scriptions are  few,  an  account  for  each  subscriber  may  be  opened 

in  the  general  ledger,  otherwise  a special  ledger  should  be  kept. 

It  is  preferable,  however,  to  relieve  the  general  ledger  of  this 
class  of  detail  records  whenever  possible. 

5.  Some  state  laws  require  the  keeping  of  a stock  transfer  book 
with  detail  information  of  every  transfer  of  stock  ownership.  The 
stock  ledger  could  be  used  to  supply  any  desired  information  instead. 
However,  where  the  stock  is  not  listed  on  the  stock  exchange  or  the 
transfers  of  stock  are  few  and  not  frequent,  a transfer  book  will 
not  be  necessary  unless  the  particular  state  law  requires  it. 

9.  Advantages  of  Corporation  Over  Other  tforms  of  Organization. 

There  are  several  advantages  of  the  corporate  form  of  organiza- 
tion in  comparison  with  the  other  forms  as  follows: 

1.  Limited  liability  of  stockholders.  Uith  the  exception  of 
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liabilities  listed  in  section  35  of  the  law  and  explained  in  Section 
5 of  the  present  chapter,  the  stockholders  of  a corporation  are  not 
Habile  beyond  the  amount  invested  in  the  corporation.  This  rule  Is 
applied  irrespective  of  the  amount  of  loss  incurred  by  the  corpora- 
tion. The  stockholders,  of  course,  will  not  be  able  to  get  any 
return  of  capital  in  case  of  liquidation  until  the  creditors  have 
been  paid  in  full;  but  if  the  assets  of  the  corporation  are  not 
enough  to  pay  the  creditors  in  full,  the  stockholders  will  not  be 
liable  for  the  deficiency  due  the  creditors. 

2.  A more  capable  management  can  be  procured  by  a corporation. 
Because  of  the  legal  separation  existing  between  the  corporation  and 
stockholders,  high  grade  and  specialized  talent  may  be  obtained  for 
managerial  positions. 

3.  Freedom  in  the  transfer  of  ownership.  Stockholders,  except 
in  a close  corporation,  may  dispose  of  their  holdings  without  re- 
strictions or  liability  at  any  time.  This  is  not  possible  in  the 
case  of  a partner.  Sven  though  a partner,  with  the  consent  of  all 
the  remaining  partners,  sells  his  interest  in  the  business,  he  cannot 
exempt  himself  from  liability.  He  will  remain  liable  for  debts  in- 
curred while  he  was  a partner. 

4.  The  greater  possibility  of  distributing  ownership  will  enable 
the  corporation  to  raise  a larger  amount  of  capital  than  other  forms 
of  organization.  It  would  be  impossible  for  most  sole  proprietor- 
ships and  partnerships  to  raise  a large  amount  of  money  for  capital 
or  other  purposes. 

5.  Perpetual  succession  or  unlimited  life  of  the  corporation 
makes  the  concern  independent  of  its  owners.  The  life  of  a partner- 
ship or  a sole  proprietorship  is  dependent  on  the  life  of  the  partner 
or  sole  proprietor,  with  the  death  of  a partner,  a partnership  will 
be  automatically  dissolved. 

10.  Disadvantages  of  Corporation  Over  Other  Forms  of  Organization. 

The  chief  disadvantages  of  the  corporate  form  of  organization 
may  be  listed  as  follows: 

1.  Difficulty  of  organization.  Although  the  laws  of  most  states 
are  comparatively  simple,  some  of  the  state  laws  are  fairly  rigid 
ahd  strict  both  in  respect  to  corporations  organized  in  the  states 
and  corporations  organized  elsewhere  but  are  doing  business  within 
the  states  in  question.  In  all  cases,  however,  the  organization 

of  a corporation  is  more  difficult  than  that  of  either  the  sole 
proprietorship  or  partnership.  Lvery  state  in  the  Union  has  some 
definite  procedure  for  the  organization  of  a corporation  which  must 
be  followed.  On  the  other  hand,  no  state  requires  that  the  sole 
proprietorship  or  partnership  be  organized  in  any  particular  manner. 

2.  Lack  of  freedom  of  movement.  A citizen  of  one  state  may 
carry  on  his  business  in  any  and  every  state  without  greater  re- 
strictions, if  any,  than  those  applied  to  residents  and  citizens  of 
the  states  in  question.  For  example.  A,  a citizen  of  Massachusetts, 
may  carry  on  a business  in  Massachusetts  and  also  in  hew  York  and 
the  state  of  New  York  cannot  impose  any  restrictions,  taxes,  or  fees 
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on  A greater  than  it  would  on  New  York  citizens.  In  respect  to 
corporations,  states  may  impose  special  restrictions  on  foreign 
corporations.  The  constitutional  "privileges  and  immunities  of 
oitizens"  clause  does  not  apply  to  corporations  because  corporations 
are  not  citizens  in  the  meaning  of  the  United  States  Constitution. 

3.  Lack  of  freedom  of  control.  Restrictions  are  often  trouble- 
some to  corporations.  Kvery  state  exercises  more  or  less  control 
over  Incorporated  businesses  whether  organized  or  doing  business 
within  its  borders.  The  most  burdensome,  perhaps,  is  the  number  of 
reports  that  large  corporations  must  file  with  the  federal  and  state 
governments.  For  example  the  American  Telephone  and  Telegraph 
Company  and  its  subsidiaries  had  to  file  seventeen  hundred  govern- 
mental reports  in  one  year.  Most  reports  require  a filing  fee.  It 
can  be  seen,  therefore,  that  the  expenses  connected  with  the  prep- 
aration and  filing  of  reports  must  be  seriously  considered  before 
deciding  upon  the  form  of  business  organization  for  a particular 
business. 

4.  Taxation.  Perhaps  the  controlling  disadvantage  of  the 
corporate  form  of  organization  is  the  income  tax  imposed  upon  corp- 
oration. This  point  may  be  illustrated  by  taking  a corporation  and  a 
partnership  both  with  a net  income  of  *40,000.  The  corporation  must 
pay  a Federal  Income  tax  of  12$  or  ^4,800.  If  it  assumed  further 
that  the  partnership  is  composed  of  three  partners  all  of  whom  are 
married  and  each  partner  has  two  children,  the  combined  tax  due  the 
federal  government  would  be  (*65.10  x 3)  *195.30.  Actually  the 
final  tax  would  be  less  if  the  "earned  income  credits"  were  con- 
sidered. However,  if  the  net  income  is  in  excess  of  ,65,000,  the 
partnership  and  sole  proprietorship  would  have  to  pay  more  Federal 
Income  tax  than  the  corporation.  The  reason  for  this  is  that  the 
corporation  tax  rate  remains  constant  while  that  for  the  other  two 
forms  of  organization  increases  with  an  increase  of  income. 

11.  Place  of  Incorporation. 

In  choosing  the  state  of  incorporation,  the  organization  and 
filing  fees,  restrictions,  and  rigidity  of  the  state  laws,  and  the 
rates  of  taxes  must  be  carefully  considered.  It  should  be  stated  at 
the  outset  that  if  the  stock  capitalization  of  the  contemplated 
corporation  will  not  exceed  one  million  dollars,  the  organization 
expenses  will  not  constitute  a real  problem  because  the  difference 
or  the  saving  will  be  comparatively  small.  But  if  a billion  dollar 
corporation,  to  use  an  extreme  example,  is  considered  the  saving 
would  approximately  be  *3,500,000.  A flat  fee  of  *25  is  charged  to 
all  corporations  by  the  state  of  Arizona,  therefore  the  organization 
and  filing  fees  of  the  billion  dollar  corporation  would  be  only 
*25.  On  the  other  hand,  if  the  same  concern  was  incorporated  in 
Pennsylvania,  the  total  fees  would  be  nearly  *3,500,000.  The  same 
corporation  would  have  to  pay  *500,000  if  it  incorporated  in  Mass- 
achusetts. Regardless  of  fees,  however,  the  smaller  corporations 
ana  those  which  will  derive  practically  all  of  the  income  from  one 
state  should  obtain  their  charter  from  the  state  where  the  business 
is  to  be  transacted.  Local  appeal  and  pride  and  the  possible 
multiplicity  of  taxes  are  some  of  the  reasons. 

This  problem,  however,  is  not  essentially  one  of  accounting,  but 
it  is  discussed  briefly  to  remind  the  reader  of  the  seriousness  of 
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properly  choosing  the  state  of  incorporation*  Before  reaching  a 
final  decision  every  advantage  and  disadvantage  must  be  analyzed* 
High  taxes  may  offset  all  the  other  advantages.  Governmental  con- 
trol may  be  so  burdensome  that  it  would  outweigh  all  possible  ad- 
vantages. The  prevailing  opinion  of  prospective  investors  may  have 
a decided  effect  on  the  problem.  As  a general  rule,  the  intelligent 
investors  prefer  to  purchase  securities  of  corporations  organized  in 
states  which  afford  at  least  a fair  protection  to  the  stockholders. 
Massachusetts  and  Nsw  York  are  two  good  examples. 
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CHAPTER  XVIII 

CORPORATE  ACCOUNTS  AND  VALUATION 


1.  Organization  expenses 

1.  The  purpose  of  an  organization  expenses  acoount  is  to  keep 
under  a special  heading  the  expenses  of  getting  the  organization 
started.  As  a general  rule,  all  of  the  normal  expenses  paid  or  accrued 
up  to  the  point  or  date  that  the  corporation  is  ready  to  begin  business 
may  be  classed  as  organization  expenses.  It  would  be  difficult  to  list 
all  expenses  which  should  be  classed  as  organization  expenses  because 
neither  accountants  nor  financial  experts  are  definitely  agreed  as  to 
the  items  or  expenses  which  should  be  so  classed.  Incorporation  fees 
paid  to  the  state,  legal  and  accounting  fees  incurred  in  process  of 
organization,  and  salaries  of  organizers  or  fees  paid  to  promotors  are 
always  charged  to  organization  expenses.  Other  so  called  organization 
expenses  chargeable  to  the  account  usually  depends  on  the  opinion  of 
the  organizers  and  the  reasonableness  of  the  charges. 

2.  It  is  debited  for  expenses  determined  to  constitute  charges 
necessary  for  the  starting  of  the  concern  until  the  corporation  has 
reached  the  stage  where  it  might  begin  to  earn  a revenue.  In  all  cases 
expenses  of  a newly  organized  corporation  will  cease  to  be  organiza- 
tion expenses  as  soon  as  the  concern  is  ready  to  begin  business.  Ex- 
penses incurred  after  the  organization  is  completely  set  up  and  ready 
to  transact  business  should  be  charged  to  operating  expenses  even 
though  a deficit  will  result. 

3.  The  account  is  credited  for  any  amount  written  off,  usually 
at  the  end  of  each  period. 

4.  Its  balance  is  a debit  and  represents  the  unamortized  organiza- 
tion expenses. 

5.  The  balance  is  listed  on  the  balance  sheet  generally  as  a 
deferred  charges  to  operation. 

The  prevalent  rule  applied  to  the  valuation  of  organization  ex- 
penses is  that  it  should  be  written  off  against  profits  as  quickly  as 
—the  operation  is  able  to  absorb  them  but  in  no  case  should  they  be  i/' 
carried  on  the  books  as  an  asset  more  than  five  years.  Most  account- 
ants recommend  that  they  be  written  off  within  three  to  five  years. 
Theoretically  the  rule  or  principle  seems  to  be  at  variance  with  the 
principles  applied  to  other  assets.  For  example,  a general  rule  exists 
that  all  assets  should  be  written  off  within  their  lives  whatever  the 
length  may  be.  If  the  life  of  any  asset  could  be  said  to  be  permanent, 
then  the  asset  should  be  carried  on  the  books  permanently.  Goodwill, 
—if  paid  for  and  if  not  merely  a fictitious  amount,  may  be  carried  on 
the  books,  as  such,  permanently.  On  the  other  hand,  organization  ex- 
penses represent  the  price  paid  for  the  organization  and  yet  a very 
few  accountants  will  pass  organization  expenses  as  a permanent  asset. 
Except  on  grounds  of  conservatism,  the  writer  can  see  no  reason  for 
the  prevailing  practice,  whether  the  charges  are  written  off  or  not, 
the  organization  will  stand  in  accordance  with  the  provisions  of  the 
charter.  In  fact,  it  may  be  stated  that  the  state  gave  the  corporation 
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its  life  and  the  customers  gave  it  its  goodwill.  Truly,  organiza- 
tion expenses  were  paid  for  the  privilege  of  doing  business  as  a 
corporation  and  it  will  last  as  long  as  the  corporation  lasts.  If 
the  privilege  is  only  a limited  one,  then  the  amount  paid  therefor 
is  also  limited.  For  instance,  if  the  life  of  the  corporation  is 
limited  by  its  charter  to  fifty  years,  the  organization  expenses 
should  be  written  off  within  fifty  years. 

2.  Authorized  Capital  Stock 

1.  The  purpose  of  this  account  is  to  keep  under  a special  title 
the  authorized  capital  of  the  corporation.  Separate  accounts 
should  be  kept  for  each  class  of  stock.  However,  if  the  authorized 

— capital  is  of  no  par  value,  no  account  is  kept  for  it  until  the 
stock  is  sold. 

2.  It  is  credited  for  the  par  value  of  capital  stock  authorized 
as  shown  by  its  charter. 

3.  ««hen  the  stock  is  issued,  this  account  is  debited  for  the 
par  value  the  shares  issued.  The  corresponding  credit  will  be  to  the 
appropriate  Capital  Stock  account. 

4.  The  balance,  if  any,  is  a credit  and  represents  the  capital 
stock  authorized  but  not  issued,  and  should  agree  with  the  balance 
shown  by  the  Unissued  Stock  account. 

5.  The  balance  is  a nominal  amount  and  for  information  purposes 
it  may  be  shown  on  the  balance  sheet  in  the  net  worth  section  with 
the  unissued  stock  deducted  therefrom. 

No  valuation  problem  will  arise  in  connection  with  the  Authorized 
Stock  account  because  it  is  not  a real  balance  sheet  account.  It  is 
a purely  memorandum  account. 

3.  Unissued  Capital  Stock 

1.  .<here  an  account  is  kept,  its  purpose  is  to  show  the  un- 
issued stock  under  a special  heading.  One  account  is  generally  kept 

-for  each  class  of  unissued  capital  stock.  However, no  such  account 
will  be  used  for  no  par  value  stock. 

2.  It  is  debited  for  the  par  value  of  the  capital  stock  author- 
ized at  the  time  the  corporation  books  are  opened.  The  corresponding 
credit  is  usually  to  Authorized  Capital  Stock. 

3.  The  account  is  credited  for  the  par  value  of  the  stock  issued. 
Capital  Stock  Subscribed  is  credited. 

4.  Its  balance  is  always  a debit  and  represents  the  capital  stock 
authorized  but  not  issued.  It  will  agree  with  the  balances  of  the 
Authorized  Capital  Stock  account. 

5.  In  preparing  the  balance  sheet,  the  balance  is  deducted  from 
the  Authorized  Capital  Stock. 

As  with  the  Authorized  Capital  Stock,  the  Unissued  Stock  account 
is  a nominal  account  and  therefore  presents  no  problem  of  valuation. 
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4.  Capital  Stock  - Par  and  No  Par  Value 

The  function  of  the  capital  stock  accounts  v<flll  depend  first,  on 
the  method  of  accounting  used  and  second,  on  whether  it  is  par  value 
or  no  par  value  stock.  In  all  cases,  however,  an  account  should  be 
kept  for  each  class  and  kind  of  stock.  For  present  purposes,  the 
accounts  will  be  divided  into  four  groups  as  follows: 

(a)  Where  Unissued  and  Authorized  Capital  Stock  accounts  are  kept. 

(b)  »<here  Unissued  Capital  Stock  accounts  are  kept  without  keeping 
corresponding  Authorized  Capital  stock  accounts. 

(c)  Where  neither  Unissued  no  Authorized  Capital  stock  accounts 
are  kept. 

(d)  No  par  value  stock. 

1.  The  purpose  of  the  account  under  (a)  is  to  keep  Capital  Stock 
accounts  for  the  nurpose  of  showing  the  capital  stock  issued  under  one 

title. 

2.  It  is  credited  for  the  par  value  of  the  capital  stock  issued. 
The  corresponding  debit  is  to  Authorized  Capital  Stock. 

3.  The  account  is  debited  for  the  reduction  or  cancellation  of 
any  stock  v/hich  is  reacquired  by  the  corporation. 

4.  Its  balance  is  a credit  and  shows  the  par  value  of  the  capital 
stock  issued. 

5.  It  is  listed  in  the  net  worth  section  of  the  balance  sheet. 

If  no  treasury  stock  is  owned  by  the  corporation,  the  balance  rep- 
resents both  the  issued  and  outstanding  cap  tal  stock.  This  being  a 
control  account,  the  individual  stockholders T accounts  are  kept  in  a 
stockholders1  ledger  and  must  be  proved  periodically. 

1.  The  purpose  of  the  Capital  Stock  under  (b)  is  to  record  both 
the  authorized  and  issued  capital  stock  in  one  account. 

2.  It  is  credited  for  the  par  value  of  the  total  capital  stock. 
The  debit  would  be  to  Unissued  Capital  Stock. 

3.  The  account  would  be  debited  only  for  the  reduction  of  the 
capital  stock  authorized. 

4.  If  the  entire  capital  stook  has  been  sold  and  issued,  the 
balance,  which  is  a credit,  would  represent  the  capital  stock  author- 
ized and  issued.  .here  part  of  the  stock  is  on  hand  as  yet,  the 
balance  shows  the  authorized  capital  stock  of  the  corporation  and  the 
true  balance  is  determined  by  deducting  the  unissued  stock  from  it. 

5.  It  is  listed  in  the  net  worth  section  of  the  balance  sheet. 

Of  course  the  unissued  stock,  if  any,  should  be  deducted  from  this 
account. 

1.  Under  (c)  where  unissued  and  authorized  stock  accounts  are 
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not  kept,  the  purpose  of  the  Capital  Stock  account  is  to  record 
therein  the  par  value  of  the  shares  sold  and  issued. 

2,  It  is  credited  for  the  par  value  of  the  capital  stock 
issued.  The  corresponding  debit  may  be  to  cash,  services,  property, 
or  Capital  Stock  Subscribed  depending  on  the  circumstances  in  each 
case. 


3.  The  account  is  debited  only  for  the  reduction  of  the  capital 
stock  issued.  Cash,  other  property,  or  treasury  stock  would  be 

credited. 

4.  Its  balance  represents  the  par  value  of  the  capital  stock 
issued  and  is,  of  course,  a credit. 

5.  The  balance  will  appear  on  the  balance  sheet  as  a net  worth 
item  with  the  treasury,  if  any,  deducted  therefrom. 

1.  The  purpose  of  the  Capital  Stock  no  - par  - value  account 
is  to  record  under  one  heading  the  "sale  price”  of  the  no  par  value 
stock  issued. 

2.  It  is  credited  for  the  amount  of  cash  or  value  of  property 
or  services  received  for  the  stock  issued. 

3.  Any  reduction  of  capital  stock  may  be  debited  to  this 
account. 

4.  The  balance,  which  is  always  a credit,  shows  the  equivalent 
of  the  value  received  for  the  capital  stock  issued. 

5.  It  is  shown  on  the  balance  sheet  as  a net  worth  item  with 
the  treasury  stock,  if  any,  deducted  from  the  balance. 

The  above  method  of  handling  no  par  value  stock  is  fairly 
common  and  uniform  among  accountants  but  financiers  and  business 
executives  frequently  adopt  a different  method  or  view.  They  ad- 
vance the  opinion  that  the  capital  stock  account  should  be  credited 
for  a predetermined  arbitrary  amount  or  a minimum  at  which  the  stock 
will  be  sold.  Any  excess  or  difference  between  the  sale  price  and 
this  arbitrary  or  minimum  amount  should  be  credited  to  a paid  in 
surplus  or  to  the  regular  surplus  account.  No  real  objection  could 
be  raised  against  this  practice  if  this  surplus  account  were  treated 
as  a part  of  the  capital  without  using  it  for  dividend  or  other 
current  purposes.  Because  the  account  can  be  manipulated  very 
easily,  there  is  a serious  doubt  whether  the  practice  is  really 
sound.  A case  of  this  sort  was  brought  to  the  writers  attention 
in  1929.  In  this  case,  the  corporation  sold  its  stock  in  "units”  of 
one  share  of  *i50  preferred  and  one  share  of  no  par  value  common  for 
>?100.  The  sale  of  each  unit  was  recorded  by  debiting  cash  for  ^100 
and  crediting  preferred  stock  for  *50,  common  stock  for  *10  and 
surplus  for  p40.  By  the  end  of  the  year,  the  corporation  had  not 
earned  enough  to  pay  the  accrued  dividend  on  the  preferred  stock. 
Notwithstanding  this  fact,  however,  the  dividend  was  paid  and  it 
required  about  *-50,000  more  than  the  business  had  earned  during 
the  period.  This  resulted  in  an  impairment  of  capital  to  the  extent 
of  ^50, 000.  The  stockholders  actually  received  as  dividend  a part 
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of  the  same  money  that  they  had  paid  in. 

5.  Subscriptions  Receivable 

One  account  should  be  kept  for  each  class  of  stock  subscription, 

___  but  as  the  function  is  the  same,  irrespective  of  the  class  of  capital 
stock,  it  will  be  discussed  as  one  account. 

1.  Its  purpose  is  to  control  the  subscriptions  to  capital 
stock  by  an  account  kept  in  the  general  ledger,  the  detail  of  which 
is  kept  in  a subscriptions  ledger  or  other  subsidiary  record  and, 
like  accounts  receivable,  they  must  be  proved  periodically. 

2.  The  account  is  debited  for  the  subscription  price  of  the 
capital  stock  subscribed.  If  the  subscriptions  are  to  par  value 
stock,  the  discounts  or  premiums,  if  any,  are  debited  or  credited  to 
a Discount  or  Premium  on  Capital  Stock  account.  Regardless  of  the 
type  of  stock,  only  the  amount  which  the  subscribers  have  agreed  to 
pay  will  be  debited  to  the  Subscriptions  Receivable  account. 

3.  It  is  credited  for  the  amount  of  subscriptions  paid.  When 
subscriptions  are  payable  upon  calls,  the  account  is  credited  for 
the  amount  of  eaoh  call  made.  The  corresponding  debit  is  to  a "call" 
aocount.  Any  delinquent  subscription  may  be  transferred  to  a special 
account  for  further  consideration  by  a debit  to  this  special  account 
and  a credit  to  the  Subscriptions  Receivable  account. 

4.  The  balance,  if  any,  is  always  a debit  and  represents  the 
unpaid  balance  to  capital  stock  subscriptions. 

5.  Its  balance  will  appear  on  the  balance  sheet  either  as  an 
asset,  usually  a current  asset,  or  in  the  net  worth  section  as  a 
deduction  from  the  Capital  Stock  Subscribed  account.  The  majority 
view,  perhaps,  is  to  list  the  balance  as  an  asset.  However,  the 
writer’s  view  is  that  it  should  be  deducted  from  the  Capital  Stock 
Subscribed  in  the  same  manner  that  debit  balances  of  the  personal 
accounts  of  proprietors  are  deducted  from  the  corresponding  capital 
accounts  when  preparing  a balance  sheet  for  a sole  proprietorship  ar 
partnership.  A properly  prepared  balance  sheet  should  show  the 
correot  net  worth  of  the  concern  in  one  amount  and  in  one  place.  If 
the  board  of  directors  or  stockholders  desire  to  vote  not  to  c all  for 
any  more  payments  after  a certain  percentage  has  been  paid  they  may 
do  so  and  need  never  to  pay  the  balnnce  unless  the  creditors  are  not 
satisfied  in  full  in  cese  of  liquidation. 

6.  Capital  Stock  Subscribed 

1.  The  purpose  of  tfcis  account  is  to  show  a complete  record  of 
the  capital  stock  subscribed  but  not  issued.  A separate  account 
should  be  kept  for  each  type  of  capital  stock  subscribed. 

2.  It  is  credited  for  the  par  value,  if  the  stock  has  a par 
value,  or  for  the  subscription  price,  if  no  par  value  stock,  of  the 
capital  stock  subscribed. 

3.  The  account  is  debited  for  the  amount  of  the  corresponding 
credit  when  the  capital  stock  is  issued. 
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4.  Its  balance,  if  any,  is  a credit  and  represents  the  amount 
of  capital  stock  subscribed  which  has  not  been  issued  as  yet, 

5,  The  balance  should  appear  in  the  balance  sheet  in  the  net 
worth  section  following  the  Capital  Stock  accounts  with  the  unpaid 
subscriptions  deducted  therefrom, 

7.  Installment  or  Call  Account 

1.  When  subscriptions  to  capital  stock  are  payable  on  calls 
from  the  corporation,  thirty  to  sixty  days  are  allowed  subscribers 
from  the  call  date  to  the  date  the  call  is  payable.  In  such  a case, 
a call  account  is  kept  in  order  to  keep  an  accurate  record  of  call. 

2.  As  a call  is  made,  the  account  is  debited  for  the  amount  of 
the  call.  Subscriptions  Receivable  is  credited  for  the  same  amount. 

3.  It  is  credited  for  the  call  as  paid  by  each  subscriber. 

4.  TTnless  statements  are  prepared  between  the  call  date  and  pay- 
ment date  of  the  call  or  delinquent  subscribers  are  present,  the 
account  will  show  no  balance.  In  the  former  case,  however,  the 
balance  is  a debit  and  represents  subscriptions  called  but  not  paid. 

Any  delinquent  call  should  be  transferred  to  a special  account  for 
further  consideration. 

5.  The  balance  should  appear  on  the  balanoe  sheet  as  a current 
asset • 

8.  Treasury  Stock. 

1.  The  purpose  of  this  account  is  to  keep  under  a special  head- 
ing all  transactions  involving  capital  stock  which  was  once  issued 
and  subsequently  reacquired  through  purchase,  donation,  or  gift.  A 
separate  account  should  be  kept  for  each  class  and  kind  of  capital 
stock  reacquired. 

2.  It  is  debited  for  the  stock  repossessed  by  the  corporation  as 
follows : 

(a)  The  par  value  of  the  shares  if  purchased;  or 

(b)  Cost  price,  if  purchased 

(c)  "hen  reacquired  through  donation  or  gift,  it  may  be 
debited  for  the  par  value  or  a nominal  arbitrary 

value. 

(d)  No  par  value  stock  may  be  eebited  for  the  cost  or  issue 
price,  donated  stock  may  be  debited  at  a nominal 
value  of  perhaps  one  dollar  per  share. 

Preferably,  however,  par  value  stock  should  be  debited  to  the 
Treasury  Stock  account  at  par  in  every  instance.  This  method  will 
simplify  the  preparation  of  the  balance  sheet,  especially  when  treasury 
stock  is  deducted  from  issued  capital  stock. 

3.  The  account  is  credited  at  the  time  the  stock  is  sold  or  other- 
wise disposed  of  for  the  same  price  per  share  the  aocount  had  been 
debited  for  when  the  treasury  stock  was  entered  on  the  books. 


* ••  • 


. 

. 


. . 

. 


- 


. 


- 

■ 


. 

' • 

. 


- - , ' • 7 . 


. ! 

. 

, 


- . * 


302  - 


4.  Its  balance,  if  any,  is  always  a debit  and  shows  the 
treasury  stock  in  the  hands  of  the  corporation  and  is  subject  to 
sale  at  the  best  obtainable  price.  The  purchasers  of  treasury 
stock  will  acquire  the  stock  as  fully  paid  regardless  of  the  price 
paid  per  share. 

5.  In  preparing  the  balance  sheet,  the  balance  of  the  account 
nay  be  shown  either  as  an  asset,  usually  other  assets,  or  deducted 
from  the  capital  stock  issued.  If  the  treasury  stock  has  a par 
value,  the  balance  should  be  adjusted  to  par  provided  it  had  been 
recorded  at  other  than  par  when  acquired.  ?vhen  adjusted  to  par, 
the  difference  is  added  to  or  subtracted  from  burplus,  depending  on 
whether  the  treasury  stock  had  been  recorded  at  below  or  above  par. 

9.  Donated  Capital  Stock 

1.  This  account  is  kept  only  when  the  stockholders  donate  a 
part  of  their  holdings  to  the  corporation  usually  for  the  purpose 
of  raising  working  capital.  Its  purpose  is  to  record  the  capital 
stock  donated  to  the  corporation  either  at  par  or  at  some  arbitrary 

figure. 

2.  It  is  credited  for  the  par  value  or  nominal  value  of  the 
stock  donated  by  stockholders.  Par  value  stock  should  preferably 
be  recorded  at  par. 

3.  The  account  is  debited  at  the  time  the  said  stock  is  sold 
for  the  same  amount  per  share  it  had  been  credited  when  the  stock 
was  acquired.  At  this  time,  the  credit  may  be  to  a Donated  Surplus, 
Capital  Surplus,  or  regular  Surplus  account,  preferably  to  Capital 
Surplus. 

4.  Its  balance,  if  any,  is  a credit  and  represents  the  recorded 
value  of  the  donated  capital  stock  in  the  hands  of  the  corporation. 

5.  It  appears  in  the  balance  sheet  in  the  net  worth  section 
provided  the  corresponding  treasury  stock  had  been  deducted  from  the 
issued  capital  stock.  Otherwise,  it  may  be  deducted  from  the. 
treasury  stock  on  the  asset  side.  Either  method  will  eliminate  the 
book  asset  which  would  result  from  the  treasury  stock  when  the 
latter  is  listed  on  the  balance  sheet  as  an  asset. 

10.  Discount  on  Capital  Stock 

1.  For  corporations  organized  in  states  which  permit  the  sale 
of  capital  stock  at  a discount,  an  account  will  be  kept  to  record 
the  discount  which  is  represented  by  the  difference  between  the  par 
value  and  the  sales  price  of  the  shares.  Two  prerequisites  must  be 
present  where  an  account  for  discount  on  stock  is  kept.  First,  the 
state  law  must  allow  the  sale  of  stock  at  a discount  and  second, 
the  stock  must  have  a par  value,  viuch  a practice  is  not  permitted 
by  the  Massachusetts  Corporation  Laws. 

2.  It  is  debited  for  the  difference  between  the  price  obtained 
for  the  stock  sold  and  its  par  value. 

3.  Premiums  to  capital  stock  may  be  credited  to  this  account. 
Also,  it  may  be  credited  for  amounts  written  off  against  surplus. 
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4.  Its  balance,  if  any  appears,  is  a debit  and,  of  course, 
shows  the  discount  on  stock  sold  which  has  neither  been  charged 
off  nor  offset  by  premium. 

5.  This  balance  should  be  deducted  from  Issued  capital  stock 
on  the  balance  sheet  In  order  to  determine  the  amount  paid  in  by 
stockholders  for  the  stock  and  to  show  the  correct  net  worth  of 
the  concern.  If  there  is  a surplus,  it  is  permissible  to  deduct 
the  balance  from  surplus. 

11.  Premium  on  Capital  btock 

1.  Capital  stock  may,  everywhere,  be  sold  above  par.  bhen  the 
proceeds  from  the  sale  of  capital  stock  exceed  its  par  value,  an 
account  for  this  excess  may  be  kept.  Frequently,  however,  the 
stock  premiums  are  recorded  through  a Paid-in-Surplus,  Capital 
Surplus,  or  general  Surplus  account.  Of  the  three,  Paid-in-Surplus 
should  perhaps  be  preferred.  As  with  stock  discounts,  stock  pre- 
miums can  result  only  in  connection  with  the  sale  of  par  value 
capital  stock. 

2.  The  account  is  credited  for  the  excess  over  the  par  value 
of  the  stock  sold. 

3.  It  may  be  debited  for  any  amount  of  it  transferred  to  some 
surplus  account  or  used  to  offset  capital  stock  discount. 

4.  If  the  account  shows  any  balance,  it  is  a credit  and  rep- 
resents premiums  received  from  sales  of  capital  stock  not  disposed 
of  as  yet. 

5.  Its  belance  is  a real  or  balance  sheet  item  and  should  be 
listed  as  a net  worth  account  with  the  other  surplus  items. 

12.  Payments  on  Forfeited  Stock 

Sections  19  and  20,  Chapter  156  of  the  General  Law  of  Massa- 
chusetts provide,  in  substance,  that  if  a subscriber  to  capital 
stock  or  a stockholder  who  has  hot  paid  for  his  stock  in  full  re- 
fuses to  pay  the  amount  due  the  corporation  after  proper  demand 
is  made,  the  corporation,  after  certain  procedure,  may  proceed 
against  said  subscriber  or  stockholder  by  an  notion  of  law,  obtain 
a judgment  against  such  delinquent  person,  and  if  it  remains  un- 
satisfied for  thirty  days,  all  amounts  previously  paid  by  him  on 
said  stock  shall  be  forfeited  to  the  company. 

1.  »hen  this  account  is  kept,  its  purpose  is  to  show  any  profit 
resulting  from  delinquent  subscriptions  or  stock  reverted  to  the 
corporation  for  non-payment. 

2.  It  is  credited  for  amounts  paid  on  account  of  subscriptions 
or  installments  on  stock  thirty  days  after  the  judgment  was  rendered 
for  the  balance  due. 

3.  The  account  is  debited  for  all  court  costs  paid  for  the 
obtaining  of  the  judgment  and  it  may  be  debited  for  the  interest 
accrued  on  the  delinquent  payments  to  date. 
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4.  Its  balance, if  any,  is  a credit  and  shov?s  the  gain  on 
payments  forfeited  to  the  corporation, 

5.  Unless  previously  transferred  to  some  surplus  account,  the 
balance  will  appear  in  the  net  worth  section  of  the  balance  sheet 
with  the  other  surplus  items, 

13,  Surplus 

1.  On  account  of  legal  restrictions,  the  surplus  or  deficit  of 
a corporation  cannot  be  closed  or  transferred  to  the  capital  stock 
account  or  accounts  as  it  is  the  general  practice  in  case  of  the 
sole  proprietorship  and  partnership.  Therefore,  the  purpose  of  the 
surplus  account  is  to  keep  losses  not  made  good  by  stockholders 
through  assessment  or  otherwise  and  profits  not  returned  to  them 
as  dividents  under  one  heading. 


2.  The  account  may  be  credited  for: 

(a)  Periodic  operating  profits. 

(b)  Profits  from  sale  of  capital  assets. 

(c)  Readjustment  of  profits  of  prior  periods. 

(d)  Procee  3 from  sales  of  donated  stock 

(e)  Stock  premiums. 

(f)  Refunds  for  overpayment  of  income  taxes. 

(g)  Accounts  which  had  been  charged  off  to  bad  debts 
and  subsequently  collected. 

(h)  Any  other  miscellaneous  profits. 


3.  It  may  be  debited  as  follows: 


(a)  Periodic  operating  losses. 

(b)  "Dividends  declared. 

(c)  Losses  from  sale  of  capital  assets. 

(d)  Readjustment  of  profits  of  prior  periods. 

(e)  Stock  discounts. 

(f)  Additional  assessments  of  income  taxes. 

(g)  Fire  losses. 

(h)  Any  other  miscellaneous  losses. 


It  may  be  noted  here  that  some  of  the  debits  and  credits  to  the 
Surplus  account  will  be  eliminated  whenever  special  surplus  accounts 
are  kept  for  them. 


4.  The  balance  of  this  account  may  be  either  a credit  or  debit. 
If  a credit,  it  represents  profits  over  losses  retained  by  the 
corporation,  and  if  a debit,  the  balance  shows  losses  over  profits 
and  represents  an  impairment  of  capital. 

5.  Its  balance  will  appear  in  the  net  worth  section  of  the 
balance  sheet  as  an  addition  to  or  deduction  from  the  capital  stock 
in  order  to  aid  the  determination  of  an  accurate  net  worth. 

14.  Capital  Surplus 

1.  As  a general  rule,  it  is  advisable  to  keep  a special  account 
for  profits  other  than  profits  from  the  regular  operation  of  the 
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business.  A conservative  management  will  not,  as  a rule,  use  out- 
side and  non-recurring  profits  to  pay  dividends.  For  example, 
capital  stock  may  be  sold  at  a premium  and  the  premium  if  credited 
to  a general  surplus  or  profit  and  loss  acoount  may  in  turn  be 
returned  to  the  stockholders  as  dividends,  ouch  a practice  would 
mislead  the  stockholders  as  to  the  real  source  of  the  dividends  and 
in  some  instances  it  would  be  illegal,  because  it  would  reduce  the 
capital  paid  in  by  the  stockholders.  Misunderstanding  and  possible 
liability  for  Impairment  of  capital  can  be  avoided  by  keeping  a 
Capital  Surplus  account  to  record  therein  profits  earned  from  out- 
side the  scope  of  business. 

2.  The  account  may  be  credited  for: 

(a)  Premiums  on  capital  stock  sold. 

(b)  Surplus  arising  from  capital  stock  donated. 

(c)  Profits  from  sales  of  treasury  stock. 

(d)  Profits  from  sales  of  capital  or  fixed  assets. 

(e)  Appreciation  resulting  from  appraisal  of  fixed  assets. 

(f)  Miscellaneous  non-operating  profits. 

3.  It  may  be  debited  for: 

(a)  Discounts  on  capital  stock  sold. 

(b)  Losses  from  sales  of  treasury  stock. 

(c)  Losses  from  sales  of  fixed  assets. 

(d)  Depreciation  resulting  from  appraisal. of  fixed 
assets  when  commodity  price  declines  of  a permanent 
nature  are  involved. 

(e)  Fire  losses  not  covered  by  insurance  especially 
when  the  losses  arise  from  capital  assets. 

(f)  Miscellaneous  non-operating  losses. 

4.  The  balance  may  be  either  a debit  or  credit.  If  a debit,  it 
represents  non-operating  losses  over  gains  and  if  the  balance  is  a 
credit,  the  reverse  would  be  true. 

5.  Conservatism  requires  that  a debit  balance  be  transferred  to 
the  general  surplus  account  before  the  balance  sheet  is  prepared. 

A credit  balance,  on  the  other  hand,  should  be  listed  next  to  the 
surplus  in  the  net  worth  section  of  the  balance  sheet.  The  chief 
reason  for  this  is  that  no  dividend  should  be  paid  from  capital 
surplus;  but,  if  the  account  shows  a debit  balance,  the  general 
surplus  should  be  first  used  to  wipe  out  such  debit  balance,  and 
second  to  pay  any  dividend  if  circumstances  will  warrant. 

15.  Appropriated  Surplus 

1.  Any  part  of  the  surplus  or  profits  may  be  set  aside  for 
some  refinite  purpose  in  a special  account  describing,  if  desired, 
its  purpose  by  a descriptive  title.  Reserve  for  Plant  extension. 
Contingency  Reserves,  and  Dividend  Equalization  Reserves  are  ex- 
amples. 

2.  The  special  acoount  is  credited  for  any  amount  set  aside 
for  the  desired  purpose. 

3.  It  is  debited  for  amounts  applied  to  the  purpose  for  which 
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the  reserve  had  been  created  and  for  any  amounts  returned  to  the 
general  surplus  or  other  account. 

4.  Its  balance,  if  any,  is  a credit  and  indicates  the  amount 
of  profit  or  surplus  applicable  to  the  specific  purpose  for  which 
it  has  been  created. 

5.  The  balance  forms  a part  of  the  net  worth  and  should  be  so 
shown  on  the  balance  sheet. 

16.  Dividends  Payable. 

1.  No  part  of  the  profits  can  be  classed  as  a liability  until 
the  board  of  directors  vote  or  declare  their  intention,  in  a legal 
meeting,  to  pay  a dividend.  After  the  dividend  has  been  declared 
and  properly  "published",  it  constitutes  a liability  like  any  outside 
liabilities  end  can  be  so  enforced;  therefore,  the  books  of  the 
corporation  and  the  balance  sheet  should  show  the  liability. 

2.  It  is  credited  for  all  dividends  declared  by  the  directors. 
The  corresponding  debit  is  to  Surplus  or  Profit  and  Loss. 

3.  When  dividends  are  actually  paid,  the  account  is  debited. 

4.  The  balance,  if  any,  is  a credit  and  represents  declared 
unpaid  dividends. 

5.  It  should  be  listed  on  the  balance  sheet  as  a current 
liability. 

17.  Bonds  Payable 

1.  The  purpose  of  all  bonds  payable  accounts  is  to  keep  under 
appropriate  heading  bonds  issued  by  the  corporation.  Individual 
accounts  must  be  kept  for  each  type  and  issue  of  bonds.  An  account 
is  opened  to  keep  an  accurate  record  of  the  face  value  of  each 
issue  of  bonds  sold. 

2.  ^ach  bond  issue  account  is  credited  for  the  amount  of  the 
bonds  sold.  Bonds,  for  this  purpose,  majr  be  regarded  as  par  value 
stock.  In  other  words,  bonds  should  be  recorded  at  par  and  any  bond 
discounts  or  premiums  are  recorded  separately. 

3.  either  at  the  maturity  of  the  oonds  or  prior  retirement  and 
cancellation,  the  account  is  debited  for  the  par  or  face  value  of 
the  bonds  retired. 

4.  The  balance  is  a credit  and  indicates  the  amount  of  bonds 
outstanding. 

5.  It  is  shown  on  the  balance  sheet  as  a fixed  liability. 

18.  Bond  Discounts  and  Premiums 

If  the  bond  interest  were  adjusted  to  reflect  the  true  or 
effective  rate  of  interest  for  that  class  of  bonds,  all  bonds  could 
be  sold  at  par.  Bond  discount  is  in  the  nature  of  interest  pp>id  in 
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advance  by  the  issuing  company  and  will  result  when  the  rate  of 
interest  payable  periodically  is  less  than  could  be  obtained  from 
a similar  investment  elsewhere.  Conversely,  bond  premium  is  in  the 
nature  of  returned  interest  repaid  in  advance  by  the  Investor  to  the 
corporation. 

The  discount  tends  to  raise  the  nominal  or  interest  rate  stated 
on  the  face  of  the  bonds  to  reflect  the  true  or  effective  interest 
rate.  Therefore,  the  discount  must  be  adjusted  at  the  end  of  each 
period  in  order  to  determine  the  periodic  cost  of  the  bond  interest 
to  the  company.  For  example  suppose  the  discount  on  a certain  lot  of 
bonds  running  for  10  years  was  *10,000,  the  interest  cost  would  be 
increased  *1,000  each  year  while  the  discount  would  be  decreased  for 
the  same  amount.  The  unamortized  discount  will  appear  on  the  balance 
sheet  as  a deferred  charge. 

The  bond  premium,  on  the  other  hand,  tends  to  reduce  the  nominal 
interest  cost.  Hence  the  premium  written  off  is  applied  to  reduce 
the  nominal  interest  paid  in  order  to  adjust  the  interest  account  to 
the  actual  cost. 

It  is  well  to  state  here  that  the  discount  and  premium  on  oonds 
can  be  written  off  by  either  one  of  two  methods  - i.e.  the  straight 
line  method  and  the  scientific  method.  Under  the  straight  line  method 
the  discount  or  premium  is  written  off  equally  through  the  life  of 
the  bonds.  The  scientific  method  considers  any  loss  or  gain  of  in- 
terest compounded  semiannually  for  the  life  of  the  bonds  on  the  dis- 
count or  premium.  In  this  work,  only  the  straight  line  method  will 
be  considered  because  it  is  the  method  generally  used  in  practice. 

1.  The  purpose  of  either  account  is  to  keep  the  discount  or 
premium  unaer  a separate  heading  in  order  to  determine  the  true  cost 
of  the  interest  for  each  bond  issue. 

2.  If  bonds  are  sold  at  a discount  the  Discounts  account  is 
debited  for  this  discount.  Conversely,  if  bonds  are  sold  at  a 
premium,  the  Premiums  account  is  credited  for  the  excess  over  par 
of  the  bonds. 

3.  Periodically  the  accounts  are  adjusted  to  arrive  at  the 
correct  bond  interest  for  the  period  in  question.  Bond  discounts 
are  written  off  by  an  entry  debiting  Pond  Interest  and  crediting 
Bond  Discount.  Premiums,  on  the  other  hand,  are  charged  off  by 
debiting  3ond  Premium  and  crediting  Bond  Interest.  The  amount  to  be 
written  off  is  determined  by  taking  the  proportion  of  the  length  of 
the  period  in  question  to  the  life  of  the  bonds.  For  instance  if 
the  period  is  six  months  and  the  life  of  the  bonds  twenty  years,  one- 
fortieth  of  the  discount  or  premium  balance  should  be  written  off. 

4.  Bond  Discount  will  show  a debit  balance  and  represents  the 
discounts  applicable  to  the  remaining  life  of  the  bonds.  The  premium 
account  will  show  a credit  balance  and  is  the  reverse  of  discounts. 

5.  The  balance  will  appear  as  a deferred  charge  or  deferred 
credit  depending  on  whether  it  is  a discount  or  premium. 

Expenses  incurred  in  connection  with  the  sale  and  issue  of  bonds 
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are  generally  classed  as  bond  discounts  or  deducted  from  the 
premiums  if  the  bonds  were  sold  above  par. 

19,  Entries  for  Bond  Issues 

Bond  entries  will  be  illustrated  by  presenting  two  simple 
problems  and  solutions.  The  first  problem  is  for  "straight  bond 
issue”.  Under  this  method,  the  bonds  are  payable  at  the  maturity 
date  of  the  bonds.  For  the  second  problem,  a "serial  bond  issue” 
is  used  and  an  equal  amount  of  bonds  is  repaid  at  the  end  of  each 
year. 

Problem  1.  Straight  Bond  Issue. 

The  International  Machine  Co.  authorized  an  issue  of  *>2,000,000 
5$  First  Mortgage  Bonds  with  interest  payable  on  July  1 and 
January  1 of  each  year.  The  bonds  are  uated  January  1,  1928  and 
mature  January  1,  1948. 

One  half  of  the  bonds  were  sold  on  January  1,  1928  and  the 
other  half  on  April  1,  1928. 

Sales  price  91  and  interest. 

Bond  expenses  and  commissions  paid  .,£20,000. 

Required  necessary  entries  to  and  including  December  31,  1929, 
and  a trial  balance  to  prove  the  accuracy  of  the  work.  Entries  are 
made  on  assumption  that  books  are  closed  yearly. 

Solution: 


January  1,  1928 


Cash  <^910,000 

Bond  Discount  & Expenses  90,000 

5 % First  Mortgage  Bonds  Payable  ^1,000,000 

To  record  the  issue  of  *>1,000,000 
bonds  at  91. 


April  1,  1928 


Cash  922,500 

Bond  Discount  & Expenses  90,000 

5$  First  Mortgage  Bonds  Payable 
Bond  Interest 

To  record  issue  of  *>1,000,000  bonds 
at  91  and  3 months  interest 
accrued.  (Interest  is  credited  to 
Bonds  Interest  and  offsets  interest 
paid) . 


1,000,000 

12,500 


April  1,  1928 


Bond  Discount  & Expenses 
Cash 

To  record  payment  of  expenses  and 
commissions  for  sale  of  bonds. 


' 20,000 


20,000 


a : 

. 

' 

, 
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July  1,  1928 


Bond  Interest 
Cash 

To  record  payment  of  six  months 
interest  on  *2, 000, 000  bonds 
at  5&. 

December  31,  1928 

Bond  Interest 

Bond  Interest  Payable 

To  bring  onto  the  books  six 

months  interest  accrued  on 
bonds. 


v50 , 000 


# 50,000 


50,000 


50,000 


December  31,  1928 

Bond  Interest  10,000 

Bond  Discount  &.  Expenses  10,000 

To  write  off  1/20  of  the  bond 

discount  and  expenses  for  the 
year. 

December  31,  1928 

Profit  Sc  Loss  97,500 

Bond  Interest  97,500 

To  close  bond  interest  expenses 
for  the  year  into  profit  and 
loss. 

January  1 , 1929 

Bond  Interest  Payable  50,000 

Cash  50,000 

To  record  payment  of  six  months 
interest  on  bonds. 

July  1,  1929 

Bond  Interest  50,000 

Cash  50,000 

To  record  payment  of  bond  interest 
for  six  months. 

December  31,  1929 

Bond  Interest  50,000 

Bond  Interest  Payable  50,000 

To  accrue  six  months  interest  on 
bonds. 

December  31,  1929 

Bond  Interest  10,000 

Bond  Discount  & Expenses  10,000 

To  write  off  1/19  of  bond  discount 
and  expenses  balance 


. 


. 


' 

. 
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December  31,  1929 


Profit  & Loss  ^110,000 

Bond  Interest 

To  close  bond  Interest  for  the  year 
Into  profit  and  loss. 


v110,000 


International  Machine  Co. 


Trial  Balance,  December  31,  1929 


Cash 

Bond  Discount  & Expenses 
Profit  & Loss 

5$  -c'irst  Mortgage  Bonds  Payable 
Bond  Interest  Payable 


31,662,500 

180,000 

207,500 


2,0'50Yff0ff 


2,000,000 

50,000 

"S',TT56;ff0ff 


Sometimes  the  issuing  company  purchases  its  own  bonds  in  the 
open  market  in  order  to  cancel  them.  Assuming  that  320,000  bonus 
were  purchased  at  par  on  January  1,  1930,  the  entries  would  be  as 
follows: 

5%  First  Mortgage  Bonds  Payable  3^0,000 

Cash  320,000 

To  record  purchase  of  320,000  at 

par. 

3ond  Interest  1,800 

Bond  Discount  & Expenses  1,800 

To  write  off  that  portion  of 
discount  and  expenses  that 
belongs  to  the  bonds  cancelled. 

Purchased  320,000  bonds  or 
f 1%  of  the  total. 

In  case  the  bonds  were  purchased  at  a discount,  the  discount 
on  bonds  purchased  may  be  applied  to  reduce  the  bond  discount  and 
expenses. 

Problem  2.  Serial  Bond  Issue. 

The  Sargent  Manufacturing  Co.  authorized  an  issue  of  3500,000 
6>a,  5 year  serial  mortgage  bonds  to  be  retired  in  five  equal  lots 
of  3100,000  at  end  of  each  year  with  interest  payable  on  June  30 
and  December  31  of  each  year. 

I'he  entire  issue  was  sold  to  bankers  at  95  on  the  date  of  the 
bonds,  December  31,  1928. 

From  the  above  problem  prepare: 

1.  Schedule  showing  the  total  cost  of  the  bonds  for 
each  of  the  five  years. 

2.  Journal  entries  to  cover  the  first  two  years. 
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Solution: 


Discount 

w 

n 


1*_ 

on  Lot 

« it 


Years 


n 

//3 

H 

n 5 

Total  Yearly  Dis. 
Yearly  Int .Payment 
Total  Yearly  Cost 


n 

« 

n 


1st  Yr 

. 2d.  Yr 

. 3d .Yr . 

4th  Yr. 

5th  Yr. 

Total' 

v5,0ob 

2,500 

1,667 

1,250 

1.000 

2,500 

1,667 

1,250 

1.000 

1,666 

1,250 

1,000 

1,250 

1,000 

1,000 

, ooo 

5,000 

5,000 

5,000 

5,000 

11,419 

30.000 

8,417"" 

24.000 

3,916 

18,000 

£,259 

12,000 

6,000 

'"25,'TOO 

90,000 

41.417"' 

.iiT  ■ 

SI, 916 

14,250 

7,000 

115,000 

2.  Journal  Entries,  December  31,  1923 


Cash 

Bond  Discount 

6 p Serial  Mortgage  Bonds  Payable 

To  record  sale  of  bonds  at  95 

June  30,  1929 

Bond  Interest 
Cash 

To  record  payment  of  six  months 
interest  on  bonds* 

December  31,  1929 

Bond  Interest 
Cash 

To  record  payment  of  six  months 
interest  on  bonds. 

December  31,  1929 

6$  Serial  Mortgage  Bonds  Payable 
Cash 

To  record  retirement  of  first 
lost  of  bonds. 

December  31,  1929 

Bond  Interest 

Bond  Discount 

To  write  off  discount  on  first 
lot  of  bonds  retired 

December  31,  1929 

Profit  &.  Loss 

Bond  Interest 

To  close  interest  cost  on 
bonds  for  the  year  into 
profit  and  loss. 


^475, 000 
25,000 


*>500,000 


15,000 


15,000 


15,000 


15,000 


100,000 


100,000 


11,  417 


11,417 


41,417 


41,417 


. . 




. 


. 
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June  30,  1930 

Bond  Interest 
'-'ash 

To  record  payment  of  six  months 
interest  on  <*>400,000  at  6$ 

December  31,  1930 


<*;12,000 


*12,000 


Bond  Interest  12,000 

Cash 

To  record  payment  of  six  months 
interest  on  ^400, 000  at  6$ 

December  31,  1930 


12,000 


6>  Serial  Mortgage  Bonds  Payable 
Cash 

To  record  retirement  of  Second 
lot  of  bonds 


100,000 

100,000 


December  31,  1930 

Bond  Interest  6,417 

Bond  Discount  6,417 

To  write  off  hand  discount 

applicable  to  2d  lot  of  bonds 
retired 

December  31,  1930 


Profit  & Loss  30,417 

Bond  Interest  30,417 

To  close  second  year  interest 
costs  into  profit  and  loss. 

From  the  above  entries  it  can  be  seen  that  the  figures  for  the 
entries  are  supplied,  with  the  exception  of  entries  for  retirement 
of  bonds,  by  the  bond  cost  schedule. 

The  theory  of  writing  off  bond  discount  as  sho?m  above  rests 
upon  the  fact  that  the  first  lot  of  bonds  retired  is  used  by  the 
first  year  only;  the  second  lot  is  used  b/  the  first  and  second 
year;  the  third  lot  by  the  first,  second,  and  third  year;  the 
fourth  lot  is  used  by  the  first,  second,  third,  and  fourth  year; 
and  the  fifth  lot  is  used  by  the  five  years.  Therefore  the  entire 
interest  cost  must  be  borne  by  the  operation  of  the  year  or  years 
in  which  the  money  is  actually  used. 
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CHAPTER  XIX 

CORPORATION  RECORDS  aND  ENTRIES 

1.  Opening  Corporation  Books 

Theoretically,  the  opening  of  corporation  books  does  not  differ 
in  any  material  respect  from  that  of  a sole  proprietorship  or  partner- 
ship. Whatever  difference  there  is  would  be  in  connection  with  the 
recording  of  transactions  involving  issue  and  sale  of  capital  stock. 

As  pointed  out  in  the  previous  chapter,  capital  stock  may  be  recorded 
by  either  of  two  general  methods.  Under  one  method,  the  capital  stock  is 
entered  on  the  books  by  opening  two  accounts  for  each  type  of  stock, 
one  for  unissued  stock  and  another  for  authorized  capital  stock.  This 
opening  entry  is  more  in  the  nature  of  a memorandum  and  is  made  as 
soon  as  the  corporation  is  formed.  The  other  method  requires  no  en- 
tries until  the  capital  stock  is  subscribed,  issued,  or  sold. 

In  the  majority  of  cases,  however,  the  opening  of  the  corporation 
books  consists  in  recording  the  assets  acquired  and  liabilities  assumed 
from  another  concern.  A serious  problem  of  valuation  sometime  arises 
in  the  organization  of  corporation  to  take  over  an  old  concern.  Proper 
care  must  be  exercised  in  valuing  the  assets  acquired  and  assumed 
liabilities.  Steps  must  also  be  taken  to  ascertain  that  the  liabilities 
assumed  are  not  more  than  those  stated  at  the  time  the  old  business 
is  taken  over  by  the  corporation.  There  may  be  contingent  liabili- 
ties such  as  liens  and  future  contracts. 

2.  Adjusting  Books  of  Old  Concern. 

Hhen  a corporation  is  formed  for  the  acquisition  of  an  old  concern, 
a definite  agreement  must  be  made  in  respect  to  the  valuation  of 
assets  and  liabilities  taken  over  by  the  new  company.  In  this  connec- 
tion, accounts  receivable  may  be  valued  by  aging  the  accounts  and 
setting  up  an  adequate  reserve  for  bad  debts.  Any  bad  accounts,  of 
course,  should  be  written  off.  Another  method  is  sometimes  used, 
uere  the  final  valuation  of  the  accounts  will  be  delayed  until  after 
all  of  the  old  accounts  had  been  collected.  Fixed  assets  must  be 
valued  by  an  appraisal  made  by  a capable  concern,  or  by  any  other 
method  provided  that  it  is  definite  and  expressly  agreed  by  all  the 
interested  parties,  deferred  charges  and  liabilities  accrued  must 
not  be  overlooked  because  the  amount  involved  may  be  large.  Although 
the  correct  valuation  of  every  account  and  item  is  important,  the 
definiteness  of  the  method  of  valuation  ahd  the  agreement  between  the 
old  concern  and  the  corporation  or  parties  interested  in  the  promo- 
tion of  the  new  concern  is  far  more  important,  because  of  the  dis- 
agreements and  lit i'rat ions  that  might  result  later. 

i’he  reason  for  stressing  this  point  here  is  that  the  majority  of 
sole  proprietorships  and  partnerships  which  incorporate  as  "close” 
corporations  sooner  or  later  get  into  disputes  which  would  frequently 
result  in  court  action.  A ten  years  ago  the  writer  v;as  called  in  by 
a corporation  whose  majority  and  minority  stockholders  were  hostile 
to  each  other  because  no  divident  had  been  declared  in  that  year. 

«fter  some  investigation,  the  writer,  as  auditor  for  the  corporation, 
determined  that  the  concern  was  in  no  position  to  pay  a dividend. 

The  minority  became  apprehensive  and  insisted  on  having  an  audit  con- 
ducted for  its  own  account  by  different  auditors.  These  auditors  were 
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instructed  to  audit  the  books  from  the  date  of  the  incorporation 
which  was  five  years  previous.  It  so  happened  that  the  old  business 
had  been  conducted  by  the  majority  stockholders  as  a sole  propriet- 
orship for  many  years.  Neither  new  books  nor  a different  system 
were  installed  by  the  corporation.  Some  adjustments  were  made  but 
because  the  corporation  took  over  the  old  business  about  the  middle 
of  October  without  the  aid  of  an  accountant,  several  errors  were 
made. 


In  submitting  the  report,  the  auditors  reported  "most”  of  the 
errors  and  one  of  these  was  an  apparent  misappropriation  of  £3,000. 
On  the  basis  of  this  report,  the  minority  stockholders  brought  a 
legal  action  against  the  majority  stockholder.  The  writer  was  again 
called  to  verify  the  minority  auditors1  report.  Adjustments  or 
errors  offset  each  other  with  the  exception  of  a very  small  amount. 
An  analysis  of  the  apparent  misappropriation  revealed  that  the  old 
concern  owed  the  bank  £15,000  for  notes  discounted.  In  order  to 
retain  the  so  called  ”20£  margin”  on  deposit,  the  bank  made  out  a 
certificate  of  deposit  in  favor  of  the  concern  but  retained  it  in 
its  possession  until  all  of  the  loans  were  repaid.  This  was  not 
reflected  on  the  books  of  the  corporation,  and  consequently  the 
cash  balance  per  bo >ks  was  £3,000  more  than  the  balance  showed  by 
the  bank  statement.  The  auditors*  assumption  was  that  the  majority 
stockholder  had  misappropriated  the  £3,000  from  the  date  of  the 
incorporation  to  a few  months  before  the  date  of  the  audit,  or  a 
period  of  about  four  years.  At  this  time,  the  £3,000  reappeared  on 
the  bank  statement  because  the  bank  loans  had  been  paid.  Therefore, 
the  bank  deposited  the  £3,000  certificate  of  deposit  to  the  credit 
of  the  corporation. 

The  final  decision  in  the  case  was  reached  after  two  years  of 
litigation.  No  fraud  or  misappropriation  was  proved.  In  all,  about 
£10,000  was  expended  by  both  sides  for  legal  and  other  fees  which 
could  have  been  saved  by  the  exercise  of  proper  care  in  adjusting 
the  books  before  turning  the  business  over  to  the  corporation. 

3.  Goodwill 

The  determination  of  goodwill  of  a concern  acquired  by  a corp- 
oration is  substantially  like  that  followed  in  partnership  account- 
ing. ..hen  par  value  stock  is  received  by  the  old  concern,  the 
goodwill  is,  unless  otherwise  determined,  the  difference  between 
the  net  assets  after  all  the  adjustments  have  been  made  and  the 
par  value  of  the* capital  stock  received.  If  no  par  value  stock  is 
received,  it  seems  desirable  to  have  no  goodwill.  In  the  latter 
case,  the  value  given  to  the  capital  stock  received  in  payment  for 
the  sale  of  the  old  concern  is  the  amount  of  the  net  assets  or  net 
worth  transferred  to  the  corporation.  For  further  information,  the 
reader  may  refer  to  Chapter  XV,  Section  12. 

4.  Incorporation  of  oole  Proprietorship. 

Too  often  it  is  assumed  that  because  the  sole  proprietorship  is 
frequently  incorporated  uithout  selling  any  stock  to  outsiders,  no 
special  procedure  is  necessary.  This  assumption  is,  of  course, 
erroneous  because  although  shares  may  not  be  offered  outside  the 
family  at  the  time  of  the  incorporation,  outside  capital  may  be 
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required  later.  It  will  pay,  therefore,  to  follow  a strict  and 
accurate  procedure  in  every  case. 

A safe  method  is  to  prepare  the  necessary  adjustments  in  the 
same  way  as  if  the  business  were  being  sold  to  outsiders.  In  fact, 
from  a legal  point  of  view,  this  very  thing  happens.  The  relation 
between  the  owner  and  the  business  in  a sole  proprietorship  and  that 
between  the  stockholders  and  the  corporation  is  substantially  and 
practically  different.  This  is  no  less  true  in  a corporation  whose 
stock  is  perhaps  held  by  one  person  with  the  possible  exception  of 
two  shares  which  might  be  owned  by  his  wife  and  son.  After  the 
adjustments  have  been  made,  the  amount  of  goodwill,  if  any,  must  be 
determined  and  entered  on  the  books  by  an  entry  debiting  Goodwill 
and  crediting  the  capital  account  of  the  owner. 

5.  Closing  Books  of  Old  Concern. 

As  explained  in  Chapter  XV,  section  14,  the  best  procedure  is, 
if  the  same  books  are  continued,  to  close  the  books  of  the  sole 
proprietorship  by  a set  of  closing  entries  to  reflect  the  acquisi- 
tion of  the  business  by  the  corporation.  First,  of  course,  adjust- 
ments must  be  made,  statements  prepared,  and  entries  made  to  close 
the  nominal  accounts  as  at  the  end  of  each  period.  Usually  four 
entries  are  required  to  close  the  books  for  this  purpose  as  follows : 


-1- 


Corporation  xxx 

Assets  (Listed  in  detail) 

To  close  assets  acquired  by 
corporation. 


xxx 


-2- 

Liabilities  & heserves  (In  detail)  xxx 

Corporation 

To  close  liabilities  and 

reserves  assumed  by  corporation. 


xxx 


-3- 

Capital  Stock  (or  Other  Assets)  xxx 

Corporation  xxx 

To  record  receipt  of  purchase 
price  for  sale  of  business  to 
corporation 


-4- 


Proprietor's  Capital  xxx 

Capital  Stock  (or  Other  Assets)  xxx 

To  record  payment  of  concern's 
net  worth  to  proprietor  and 
close  remaining  accounts. 

The  debits  and  credits  for  each  of  the  above  entries  should,  of 
course,  correspond  with  the  ledger  accounts.  An  account  with  the 
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corporation  is  opened  in  order  to  show  an  accurate  record  of  the 
purchaser. 

Closing  entries  for  a business  transferred  to  a corporation 
may  be  further  illustrated  by  the  following  problem.  With  the 
exception  of  the  goodwill,  all  the  adjustments  have  been  made. 

John  Scott 


Balance  Sheet.  December  31,  1929 


Cash 

* 500 

Accounts  Payable 

* 3,500 

Notes  Receivable 

1,500 

John  Scott-Capital 

12,000 

Accounts  Receivable 

5,000 

Merchandise 

7,300 

Equipment 

1,200 

*1.5.500 

* 15,506 

On  January  1,  1930,  Mr. 

Scott  decides  to  incorporate 

his 

business  under  the  Massachusetts  laws  as  the  John  Scott  Co.  Inc., 
with  a capital  stock  of  1,000  shares  and  a par  value  of  *100  per 
share.  He,  his  wife,  and  his  son  are  the  incorporators.  The 
corporation  purchased  the  business  of  John  Scott  on  January  2,  1930 
for  150  shares.  As  the  same  books  are  to  be  continued  by  the 
corporation,  it  is  desired  to  close  John  Scott’s  books  to  reflect 
the  change  in  the  organization. 

Solution: 


It  will  be  noticed  that  there  is  a difference  of  *3,000  betv^een 
John  Scott’s  net  worth  and  the  par  value  of  the  stock  received  from 
the  corporation.  In  the  absence  of  facts  to  the  contrary’*  the 
usual  assumption  is  that  the  difference  between  the  net  assets  sold 
and  the  par  value  of  the  stock  received  in  payment  therefor  rep- 
resents goodwill.  Before  closing  the  books,  therefore,  this  good- 
will must  be  brought  on  the  books  by  an  additional  entry. 


January  2,  1930 


Goodwill 

John  ^cott-Capital 
To  record  goodwill: 
Present  net  worth 
Par  value  of  stock 
Increase 


y 3 , 000 

*>3,000 

*.12,000 

15.000 

3.005 


-2- 


John  Scott  Co.  Inc.  18,500 

Cash  500 
Notes  Receivable  1,500 
Accounts  Receivable  5,000 
Merchandise  Inventory  7,300 
Equipment  1,200 
Goodwill  3,000 


To  close  assets  acquired  by 
corporation 


. 

■. 


. 
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* 


. 
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January  2,  1930 


Accounts  Payable 

John  Scott  Co,  Inc, 

To  close  liabilities  assumed 
by  corporation 


2- 


Stook  of  John  Scott  Co.  Inc, 

John  Scott  Co.  Inc. 

To  record  150  shares  of  v100  par 
value  for  the  sale  of  business 


$3,500 

3,500 


15,000 

15,000 


2 


John  Scott-Capital  15,000 

Stock  of  John  Scott  Co.  Inc,  15,000 

To  record  stock  payment  of  business 
to  John  Scott  and  close  remaining 
accounts 


6.  Entries  to  Oepn  Corporation  Books. 

Opening  entries  for  a new  corporation  will  generally  differ  in 
accordance  with  the  system  of  recording  capital  stock  used.  However , 
two  method  are  in  general  use.  Perhaps  the  preferable  method  is 
that  which  makes  no  book  record  of  capital  stock  until  the  stodk 
is  actually  subscribed  or  sold.  In  the  second  method,  Unissued  and 
Authorized  accounts  are  brought  on  the  books  as  soon  as  the  corp- 
oration is  organized.  The  two  methods  may  be  illustrated  by  the 
following  entries: 


First  l ethod 


At  time  of  subscription  - 
Subscriptions  Receivable 
Capital  Stock  Subscribed 

To  record  subscriptions  to 
capital  stook 

When  subscriptions  are  paid  - 
Cash 

Subscriptions  Receivable 
To  record  subscriptions 
collected 

Sntry  to  record  issue  of  stock  - 
Capital  Stock  subscribed 
Capital  otock 

To  record  issue  of  capital  stock 


xxx 


XXX 


XXX 


XXX 


XXX 


XXX 


If  stock  is  sold  for  cash  or  other  property,  the  entry  will  be  - 


Cash  {or  other  property)  xxx 

Capital  Stook 

To  record  sale  and  issue  of 
capital  stock 


xxx 


- u 
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second  Method 


V.hen  the  corporation  is  organized  - 
Unissued  Capital  Stock 

Authorized  Capital  Stock 
To  record  capital  stock 
authorized 


XXX 


XXX 


-ntries  for  subscriptions  and  collection  of  subscriptions  are 
as  in  the  first  method. 


Entries  for  issue  of  stock  - 
Capital  Stock  Subscribed 
Unissued  Capital  Stock 

To  reoord  issue  of  stock 


xxx 


xxx 


Authorized  Capital  Stock  xxx 

Capital  otock 

To  show  capital  stock  issued 
At  time  stock  is  sold  for  cash  or  other  property  - 
Cash  (or  Other  property)  xxx 

Unissued  Capital  Stock 

To  record  issue  of  stock 


xxx 


xxx 


Authorized  Capital  Stock 
Capital  Stock 

To  show  capital  stock  issued 


xxx 


xxx 


By  assuming  the  following  additional  facts,  the  problem  given  in 
the  previous  section  may  be  continued: 

1.  Each  incorporator  subscribed  for  ten  shares 

2.  The  sole  proprietorship  is  acquired  on  January  2,  1930. 

3.  Subscriptions  received  on  January  10  for  *.50,000  at  par, 
and  20£  is  paid  in  cash,  balance  payable  on  calls. 

4.  On  January  20,  the  incorporators  paid  their  subscriptions 
in  full. 

5.  Organization  expenses  paid  January  31,  ^750 
Required: 

1.  Entries  for  the  acquisition  of  John  Scott *s  business. 

2.  Corporation  entries  to  date. 

3.  Balance  sheet  at  January  31,  1930. 

Solution: 

In  this  problem  the  first  method  will  be  used  here. 

1.  entries  for  acquisition  of  John  Scotty  business  - 

January  2,  1930 


Cash 

4 500 

Notes  Receivable 

1,500 

Accounts  Receivable 

5,000 

Merchandise  Inventory 

7,300 

Equipment 

, 1,200 

Goodwill 

3,000 

John  Scott 

To  record  assets  acquired 
from  John  Scott 


v13,500 


. 


• , 

, . 
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January  2 , 1930 


John  Scott 

Accounts  Payable 

To  record  liabilities  assumed 
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John  Scott 

Capital  Stock 

To  record  issue  of  150  shares 
in  payment  of  John  Scott’s 
business 

2.  Corporation  entries  to  date  - 


y 3,500 

S 3,500 


15,000 

15,000 


January  2,  1930 


Subscriptions  Receivable  3,000 

Capital  Stock  Subscribed 

To  record  subscriptions  to 
Capital  stock: 

Mr.  Scott,  10  shares  yl,000 

Mrs.  Scott,  10  shares  1,000 

Mr. Scott , Jr.  10  " 1,000 

Total  30  shares  ^,000* 


-10- 


Subscriptions  Receivable  50,000 

Capital  Stock  Subscribed 

To  record  subscriptions  of 
500  shares  at  par. 

(Individual  subscribers  listed  here) 


3,000 


50,000 
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Cash  10,000 

Subscriptions  Receivable  10,000 

To  record  20%  of  today’s  subscriptions 
collected. 

(Individuals  listed  here) 

-20- 

Cash 

Subscriptions  Receivable 

To  record  collection  of 

subscriptions  to  30  shares: 

Mr.  Scott  10  shares 

Mrs.  Scott  10  " 

Mr.  Scott,  Jr.  10  " 

Total  “30~ 


3,000 


3,000 


v 1,000 
1,000 
1,000 


< 


. 


. 

“ 
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January  20,  1930 


Capital  Stock  Subscribed  *3,000 

Capital  Stock 

To  record  issue  of  capital  stock 
to  incorporators 


*3,000 
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Organization  Expenses  750 

Cash 

To  record  payment  of  organization 
expenses 


750 


John  Scott  Co.  Inc. 

3.  Balance  Sheet,  January  31,  1930 

Assets 


Current  Assets: 

Cash  *12,750 

Notes  Receivable  1,500 

Accounts  Receivable  5,000 

Merchandise  Inventory  7,300 

Total 


Fixed  Assets: 

Equipment 
Intangible  Assets: 

Goodwill  3,000 

Organization  expenses  750 

Total 

Total  Assets 


Liabilities  & Capital 

Current  Liabilities: 

Accounts  Payable 
Total  Liabilities 
Capital : 

Capital  Stock  Authorized  (1,000  shares) 
Less-Unissued  Stock 

Issued  ana  Outstanding 

Capital  Stock  Subscribed  *50,000 

Less-Unpaid  Subscriptions  40,000 

Total 

Total  Liabilities  & Capital 
7.  Incorporation  of  Partnership. 


*26,550 


1,200 

3,750 

v51,500 


3,500 

3,500 


100,000 

82 , 000 

" 18,000 


10,000 


28,000 

*31,5'0T) 


Basically,  the  incorporation  of  a partnership  does  not  differ  in 
any  material  respect  from  that  of  other  types  of  concerns.  Some 
difficulty  may  arise,  however,  when  the  capital  of  partners  is  un- 
equal. Irrespective  of  the  amount  invested  by  each  partner,  the 
rights  and  liabilities  of  the  different  partners  are  the  same.  But 
in  a corporation  they  differ,  especially  voting  rights,  according 
to  the  amount  of  stock  held  by  each  partner.  Therefore,  some  method 
must  be  devised  in  order  to  adjust  the  rights  of  the  partners.  As  a 


. 


. 
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* 
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general  rule  this  may  be  done  by  using  more  than  one  kind  of  capital 
stock.  If  profits  and  losses  are  divided  equally,  preferred  stock 
may  be  issued  for  tangible  assets  or  assets  before  entering  goodwill 
and  common  stock  issued  equally  to  all  the  partners  for  goodwill. 

By  this  method,  the  voting  rights  of  every  partner  would  be  the  same, 
provided  that  the  preferred  stock  is  non-voting.  Other  preferences 
and  restrictions  of  the  preferred  stock  may  be  agreed  by  all  the 
partners.  Where  the  goodwill  is  not  brought  on  the  books,  preferred 
stock  may  be  issued  for  excess  investment  and  an  equal  amount  of 
common  stock  issued  to  each  partner.  Common  stock,  on  the  other 
hand,  may  be  issued  to  each  partner  in  varying  amounts,  in  order  to 
allo?v  the  same  distribution  of  profits  and  losses  as  shown  by  the 
articles  of  copartnerships.  An  example  will  make  the  above  points 
clear. 

A,  B,  and  C are  partners  with  capital  of  *40,000,  <*30,000,  and 
<*50,000  respectively.  They  decide  to  incorporate  with  capital  stock 
of  <*150,000  and  the  entire  amount  of  stock  to  be  issued  to  them  for 
the  partnership  business.  How  should  the  stock  be  divided  into 
preferred  and  common  and  how  much  should  each  partner  receive  under 
the  following  conditions: 

1.  Profits  and  losses  divided  equally. 

2.  J^ofits  and  losses  divided.  A,  50$;  B,  25$;  C,  25$. 

The  total  capital  in  the  above  case  is  v120,000  and  the  capital- 
ization <*150,000  and  the  difference  or  goodwill  is  v30,000.  If 
preferred  stock  is  issued  for  the  capital  and  common  stock  for  the 
goodwill,  the  result  will  appear  as  follows: 


Case  1 

A 

B 

C 

Total 

Preferred  Stock 
Common  Stock 
Total 

*40,000 

10.000 

60.006 

*30 , 000 
10,000 
40,000 

*50,000 

10,000 

60,060 

*120,000 

30,000 

166,666 

By  assuming  a rate  6$  on  the  preferred 
*21,000,  the  distribution  of  profit  before 
would  appear  as  below: 

stock  and 
and  after 

net  profit  of 
incorporating 

If  a partnership 

A 

B 

C 

Total 

Profits 

*7,000 

*7,000 

*7,000 

*21,000 

If  a corporation 

Preferred  dividend 
Available  common 

2,400 

4.600 

1,800 

4,600 

3,000 

4,600 

7,200 

13,800 

Total 

7,066 

6,400 

7,660 

£l,006 

Gains  (Losses) 

(600) 

600 

This  method  shows  that  B loses  *600  and  C gains  *600  if  the 
concern  is  incorporated.  • 
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Case  2 

A 

B 

c 

Total 

Preferred  Stock 
Common  Stock 
Total 

*40,000 
15,000 
55 , ob6 

S30,000 

7,500 

S¥l560 

<^50,000 

7,500 

Sl20,000 

30,000 

nraoTTO- 

Division  of  profits 

If  a partnership 

Net  profits 

10,500 

5,250 

5,250 

21,000 

If  a corporation 

Preferred  dividend 
Available  for  common 
Total 

2,400 

6,900 

1,800 
3,450 
5 250 

3,000 

3,450 

056 

7,200 

13,800 

"sr.TJou- 

Gains  (Losses) 

(1,200) 

1,200 

In  this  case  A loses  vl»200  and  C gains  the  same  amount. 

From  a study  of  both  cases  it  will  be  seen  that  a partner  gains 
at  the  expense  of  another  partner  if  a corporation  is  formed.  The 
same  distribution  of  profits  could  of  course  be  obtained  by  changing 
the  distribution  of  preferred,  common,  or  of  both  classes  of  stock. 
Voting  rights  could,  if  necessary,  be  adjusted  by  forming  a voting 
trust. 

The  foregoing  explanation  and  examples  were  not  given  to  solve 
the  question  one  way  or  another,  but  they  were  given  chiefly  to 
present  the  difficulties  which  might  be  encountered  in  like  cases, 
and  the  cegree  of  care  the  partners  should  use  when  contemplating 
the  formation  of  a corporation. 

8.  Adjusting  the  Partnership  Books. 

It  was  seen  that  before  the  admission  of  a new  partner,  in  dis- 
cussing partnership,  the  books  had  to  be  adjusted  according  to  the 
agreement  or  sound  accounting  practice  if  there  was  no  agreement  in 
order  to  avoid  litigation.  The  same  was  found  to  be  true  in  the 
incorporation  of  a sole  proprietorship.  For  the  same  reasons,  the 
books  of  the  partnership  must  be  adjusted  as  at  the  date  of  the 
incorporation  in  accordance  with  the  agreement  made  by  the  incorp- 
orators. If  the  adjustments  are  prepared  properly,  the  net  worth 
of  the  partnership  will  agree  on  the  purchase  price  to  be  paid  by 
the  corporation  for  the  business.  Two  possible  exceptions  should, 
however,  be  noted  here.  First,  some  of  the  assets  may  be  retained 
by  the  partnership  and  later  distributed  among  the  partners  or  taken 
in  part  return  of  capital  by  one  or  more  partners.  Cash  not  turned 
over  to  the  corporation  would  be  an  example.  In  the  second  place, 
if  payment  is  made  with  no  par  value  stock,  the  value  of  the  stock 
so  issued  is  assumed  to  agree  with  the  net  assets  turned  over  to 
the  corporation. 

To  illustrate  the  foregoing  principles,  the  following  problem 
is  assumed: 


. 


. 

. 


. 
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The  books  of  Pickett  Brothers  on  December  31,  1930  show  the 
following  balances: 


Cash 

4 5,000 

Acoounts  Receivable 

65,000 

Notes  Receivable 

2,000 

Inventory 

30,000 

Machinery 

11,500 

Furniture  & Fixtures 

3,500 

Buildings 

45,500 

Deferred  charges 

500 

Notes  Payable 

12,500 

Accounts  Payable 

28,600 

Accrued  Liabilities 

1,900 

J.  Pickett-Capital 

50,000 

R.  Pickett-  " 

40,000 

C.  Pickett-  " 

30,000 

The  partnership  is  incorporated  for  *150,000, 

divided  equally 

into  common  and  preferred  stock  with  a par  value  of  ^100  per  share 
on  January  1,  1931,  as  the  Pickett  Bros,  Incorporated  on  the 
following  terms: 

(a)  Cash  to  be  left  to  the  partnership 

(b)  To  estimate  bad  accounts  at  3% 

(c)  To  compute  depreciation  on  the  fixed  assets  for 
1930  (for  it  has  been  omitted  in  closing  the  books 
for  the  year)  as  follows: 

(i)  Machinery  and  Furniture  & Fixtures  10$ 

(ii)  Buildings  3$ 

(d)  A note  for  ^185  should  be  written  off  as  bad. 

(e)  The  corporation  to  issue  all  its  stock  in  exchange 
for  the  partnership  business. 

Required  - Adjusting  entries  as  at  December  31,  1930. 

Solution  - December  31,  1930 

Adjustment  Account  ^1,950 

Reserve  for  3ad  Debts  ^1,950 

To  set  up  3$  of  .£65,000  as  estimated 
bad  debts. 
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Adjustment  Account  2,865 

Machinery  Depreciation  Reserve 
Furniture  & Fixtures  Depreciation  Reserve 
Building  Depreciation  Reserve 

To  set  up  reserve  for  depreciation 


for  1930. 

Machinery,  *11,500  10$  *1,150 

Furniture  & 

Fixtures  3,500  S 10$  350 

Buildings  45,500  & 3$  1,365 

Total  2,865 


1,150 

350 

1,365 


■ 


, . 


‘ 
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December  31,  1930 


Adjustment  Account 
Notes  Receivable 

To  write  off  a bad  notes. 

-31- 


J.  Pickett-Capital 
R.  Pickett-Capital 
C.  Pickett-Capital 
Adjustment  Account 

To  cl^se  adjustments  into  capital 
accounts 


.*185 

.*135 


1,666.67 

1,666.67 

1,666.67 

*5, 000 
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Goodwill 

J.  Pickett-Capital 
R.  Pickett-Capital 
C.  Pickett-Capital 

To  set  up  goodwill: 

Book  assets 

Retained  by  firm  ,*5,000 

Adjustments  5,000 

Liabilities  45,000 

Net  assets  to  be  sold 
Par  value  of  purchase  price 
Difference  or  Goodwill 


$ 40,000 


,*163,000 


53,000 

irotSoS' 

150,000 

”43,dM 


13,333.33 

13.333.33 

13.333.34 


It  may  be  noted  here  that  the  adjustments  for  depreciation 
could  be  made  by  crediting  the  fixed  assets  directly  instead  of 
opening  reserve  accounts.  The  reason  for  this  is  that  it  must  have 
been  the  policy  of  the  partnership  so  to  do  because  no  reserve 
accounts  appear  on  the  partnership  books. 


9.  Closing  of  Partnership  Books. 


Whether  the  old  books  are  continued  or  not  it  seems  desirable 
to  close  the  partnership  books  in  order  to  show  correctly  the  assets 
acquired,  liabilities  assumed,  purchase  price  paid  by  corporation, 
and  final  distribution  of  assets  to  partners.  In  practice  this  is, 
perhaps,  infrequently  done  because  a well  arranged  statement  will 
serve  the  purpose;  but  for  our  purposes  closing  entries  are  prepared 
in  order  to  show  the  final  destination  and  closing  of  every  account. 
Of  course,  if  the  old  books  are  not  discarded,  they  must  be  closed; 
otherwise  disputes  will  usually  arise. 

By  reference  to  the  problem  presented  in  the  previous  section, 
entries  to  close  partnership  books  may  be  illustrated  by  continuing 
the  same  problem. 


. 
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Closing  entries,  December  31,  1930 


Pickett  Bros.  Inc.  <£197,815 

Accounts  Receivable  <£  65,000 
Notes  Receivable  1,815 
Inventory  30,000 
Deferred  Charges  500 
Buildings  45,500 
Machinery  11,500 
Furniture  & Fixtures  3,500 
Goodwill  40,000 


To  close  assets  acquired  by 
corporation 
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Notes  Payable 
Accounts  Payable 
Accrued  Liabilities 
Reserve  for  Bad  Debts 
Machinery  Depreciation  Reserve 
Furniture  & Fixtures  Depreciation  Reserve 
Buildings  Depreciation  Reserve 
Pickett  Bros.  Inc. 

To  close  liabilities  and  reserves 
assumed  by  corporation 


-31- 


Preferred  Stock  of  Pickett  Bros.  Inc. 
Common  Stock  of  Pickett  Bros.  Inc. 
Pickett  Bros.  Inc. 

To  record  receipt  of  purchase 
price  for  sale  of  business. 
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J.  Pickett-Capital 
R.  Pickett-Capital 
C.  Pickett-Capital 
Cash 

Preferred  Ctock  of  Pickett  Bros.  Inc. 
Common  Stock  of  Pickett  Bros.  Inc. 

To  record  distribution  of  remaining 
assets  and  close  partners*  account 

10.  Schedule  of  Partners*  Capital  Accounts. 


12,500 

28,600 

1,900 

1,950 

1,150 

350 

1,365 

47,815 


75,000 

75,000 

150,000 


61,666.06 

51,666.66 

41,666.68 


5,000 

75,000 

75,000 


Although  the  last  entry  in  the  previous  section  seems  to  show 
the  distribution  of  assets  returned  to  partners  it  does  not  show 
the  actual  distribution  of  each  item.  For  instance,  how  much  cash, 
preferred  stock,  and  common  stock  should  each  partner  receive? 

There  is  no  dispute  about  the  totals  because  the  total  debits  equal 
the  total  credits.  Generally  every  partner  would  like  to  receive 
as  much  cash  as  possible.  The  same  may  be  true  of  preferred  stock, 
on  account  of  the  fixed  dividend  and  possible  preference  in  case 
of  liquidation.  On  the  other  hand,  each  partner  would  usually  like 
to  retain  as  much  power  and  voting  rights  as  he  possessed  as  a 
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partner.  For  these  reasons,  the  more  equitable  method  of  dis- 
tribution perhaps  is  to  divide  the  common  stock  to  balance  the 
partners*  accounts.  The  safest  procedure,  however,  would  be  to 
make  a definite  agreement  to  cover  the  distribution  of  any  remain- 
ing assets  and  capital  stock  received  for  the  sale  of  the  business. 
It  is  surprising  to  find  that  in  the  absence  of  an  agreement, 
partners  who  operated  a business  without  friction  for  a number 
of  years  frequently  disagree  at  the  time  of  incorporation. 

xissuming  that  the  partners  in  the  last  problem  have  agreed  to 
divide  cash  and  common  stock  equally  and  preferred  stock  to  balance, 
the  schedule  of  partners*  accounts  would  appear  as  follows: 


Schedule  of  Partners*  Accounts.  December  31,  1950 

J. Pickett  R. Pickett  C. Pickett  Total 

Unadjusted  balances  , 50. 000.  v40,000. ^30,000.  ^120,000 

Debits: 


Lstimated  bad 
accounts 

Note  written  off 
Building  deprec. 
Mchy.  depreciation 
Furn.&  Fix.  Depr. 

Totals 
Balanoe 
Credits : 


650.  650. 

61.67  61.67 

455.  455. 

383.33  383.33 

116.67  116.67 

1,666.67  1,666757“ 

48,333.33  38,333.33 


650. 

1,950 

61.66 

185 

455. 

1,365 

383.34 

1,150 

116.66 

350 

■ r.m.Efc — 5TW 
ii5 , 355 


Goodwill 

Adjusted  balances 
Cash 

Common  Stock 
Preferred  Stock 
Totals 


13,333.33 
a'i  aaaPaa 


13^333.33 


51.666.66 
.,woOr 

25,000. 

25,000. 

51. 666. 66 


35j000. 


61,666.66" 


13,333.34  40,000 

41,666.68  155,00 O'" 

25,*000!  75  J 000 

15,000.  75,000 

41, 666. 68 ~ 1^5 , 0'OTT ' 


11.  Incorporation  of  Two  or  More  Concerns. 


The  incorporation  of  two  or  more  concerns  involves  no  principles 
fundamentally  different  from  those  previously  covered.  Great  care 
must  be  exercised,  Jaowever,  in  adjusting  the  accounts  of  the  res- 
pective concerns  involved.  A uniform  method  must  be  follov*ed  in 
order  to  obtain  satisfactory  results.  For  instance  assets,  especially 
fixed  assets,  must  be  valued  or  appraised  by  the  same  individuals, 
who  should  follow  a uniform  method  of  procedure.  Goodwill  should 
also  be  calculated  on  the  same  basis. 


A detailed  discussion  of  this  subject  should  lead  us  into  the 
advanced  field  of  accounting,  which  is  clearly  beyond  the  scope  of 
this  work.  The  interested  reader  will  find  adequate  material  on  this 
subject  in  II.  A.  Fenney’s  "Principles  of  Accounting*’,  Volume  II. 

12.  Readjustment  of  Capital  Structure. 


Not  infrequently  corporations  are  over-capitalized.  Impairment 
of  capital  may  result  through  mismanagement  or  other  causes.  ,,hen 
a corporation  finds  itself  with  an  over-capitalization,  impairment  of 
capital,  or  both,  it  becomes  necessary  to  reduce  the  capital  by  re- 
questing that  the  stockholders  return  to  the  corporation  a certain 
proportion  of  the  stock  in  order  to  create  adequate  capital,  or 
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simply  to  reduce  the  capital  stock  outstanding.  If  this  condition 
was  brought  about  through  mismanagement,  it  may  be  desirable  to 
change  the  corporate  name.  The  simplest  method  of  accomplishing 
the  latter  result  is  to  organize  a new  corporation  for  the  purpose 
of  acquiring  the  business  of  the  old  corporation. 

To  illustrate  the  principles  involved  in  this  subject,  the 
following  problem  will  be  used.  The  real  account  of  the  Lyons 
Shoe  Co.  on  December  31,  1929  are  as  shown  below: 

Assets  Liabilities 


Cash  2,000  Accounts  Payable  *46, 000 
Accounts  Receivable  87,000  Preferred  Stock  50,000 
Inventory  26,000  Common  Stock  100,000 
Equipment  75.000  Surplus  (6,000) 


On  the  same  date.  The  Standard  Shoe  Co.  is  organized  to  take 
over  the  business  of  Lyons  Shoe  Co.  with  an  authorized  capital  of 

2.000  shares  of  preferred  stock  of  *100  par  value  per  share  and 

5.000  shares  of  no  par  value  stock.  The  terms  of  purchase  have 
been  agreed  to  as  follows: 

1.  Accounts  receivable  to  be  valued  at  *78,000 

2.  Equipment  to  be  valued  at  *60,000. 

3.  The  new  corporation  is  to  issue  in  payment  .*90,000  of 
preferred  stock  and  3,000  no  par  value  shares. 

4.  Common  stockholders  of  new  corporation  are  to  donate  1,000 
no  par  value  shares  in  order  to  create  more  working  capital. 

From  the  above  information  prepare: 

1.  Adjusting  entries  for  the  old  concern. 

2.  Schedule  showing  the  readjustment  of  capital  after  sale 
of  treasury  stock  by  new  corporation  at  *15  per  share. 

3.  Balance  sheet  of  new  corporation 

Solution: 

1.  Adjusting  entries,  December  31,  1929. 

Surplus 

Reserve  for  Bad  Debts 
Equipment 

To  adjust  assets  to  agreed  values. 

Before  the  remaining  adjusting  entries  can  be  prepared,  the 
type  of  preferred  stock  of  the  Lyons  Shoe  Do.  must  be  determined  in 
order  to  distribute  the  deficit  correctly.  For  our  purpose,  there- 
fore, it  will  be  assumed  that  the  preferred  stock  is  not  preferred 
as  to  the  assets  and  the  deficit  should  be  distributed  proportionally 
between  the  preferred  and  common  stock.  The  following  entry  will 
close  the  debit  balance  of  the  surplus  account: 


v 24, 000 


*9,000 

15,000 


• . 

. 

. 
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Preferred  Stockholders 
Common  Stockholders 
Surplus 

To  close  cefielt  Into  stockholders1 
accounts : 

Preferred  stock 
Common 
Total 

1/3  deficit  - 
2/3 

3/3  " 


$10,000 

20,000 


$30,000 


4 50,000  or  1/3 
100.000  or  2/3 
*l56|066  or  '3/3 

10,006 

20,000 

3075% 


At  this  time,  the  stockholders  ?iill  be  asked  to  surrender  the 
old  stock,  which  would  be  recorded  as  follows: 


Preferred  stock 
Common  Stock 

Preferred  stockholders 
Common  Stockholders 

To  close  stock  accounts  into 
latter  accounts 


<$50,000 

100,000 


4 50,000 

100,000 


2,  Schedule  showing  iieadjustment  of  Capital 

Preferred  Common  Surplus 


Total 


Balances  per  books 
Debit  adjustments 
Balances 

Distribution  of  deficit 
Stockholders 1 interests 
Distribution  of  New  StockT 

Preferred  40,000 

Common  (3,000  shares) 

Proceeds  from  sale  of 
treasury  stock 


*50,000  *100,000  y( 6,000)  *144,000 


24^000 


24*000 


BcT, ooo 1667666 C36,6667"" ' 7267666 

10,000  20,000  30,000 

467666  80,67)6"  ~~  Is67'666 


♦50,000 

30,000 


90.000 

30.000 


vi  caouj.jf  ovv/va. 

Net  worth  of  new  company  4 0^0_1 0 _30_, 000  15,0.7  135,000 

♦This  item  represents  the  preferred  stock  issued  to  old  common 
stockholders. 


- 


• - 


. 
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Assets 


Current  Assets: 

Cash 

Accounts  Receivable  87,000 

Less-Reserve  for  Sad  Debts  9,000 
Inventory 
Total 

Fixed  Assets: 

Equipment 
Total  Assets 


*>17,000 

78.000 

26.000 


*121,000 

60,000 

*181,000 


Liabilities  & Let  ..orth 


Current  Liabilities: 

Accounts  Payable  46,000 

Net  Worth: 

Preferred  Stock  authorized  (2,000  shares)  *200,000 

Less-Unissued  110,000  90,000 

Common  stock  Authorized  (5,000  shares)  no  par 
Less-Unissued  (2,000  " ) 

Outstanding  3,000  30,000 

Capital  Surplus  15,000 

Total  Liabilities  & Net  Worth  ~ ~ lSl.OOO 


135^000 


13.  Handling  Unpaid  Subscriptions. 


In  Chapter  XVIII,  section  12,  it  was  seen  that  if  according  to 
the  provisions  of  the  articles  of  organization  the  stock  is  to  be 
kept  by  the  corporation  until  fully  paid,  and  the  subscriber  neglects 
or  refuses  to  pay  the  subscription  after  proper  demand  within  thirty 
days,  the  subscription  right  may  be  sold  by  the  treasurer  of  the 
corporation.  Out  of  the  proceeds  of  the  sale,  the  treasurer  shall 
pay  the  corporation  the  amount  due  it  on  the  subscritpion,  any 
interest  due,  and  cost  of  conducting  the  sale.  If  the  price  derived 
from  such  sale  is  not  enough  to  satisfy  the  claims  of  the  corporation, 
the  subscriber  will  be  liable  for  the  deficiency  and  entitled  to  any 
surplus. 


After  proper  demand  and  notice,  the  corporation  may  waive  the 
right  to  sell  and  proceed  by  action  to  obtain  a judgment  against  the 
subscriber.  If  the  judgment  remains  unpaid  for  thirty  days  all  in- 
stalments previously  paid  by  the  subscriber  shall  be  forfeited  to  the 
corporation. 

To  illustrate,  assume  that  a subscriber  of  50  shares  with  a par 
value  of  *100  paid  50^  of  the  subscription  and  after  refusing  to  pay 
the  balance,  his  right  has  been  sold  for  *3,000.  Interest  accrued  on 
the  balance  due  from  the  subscriber  to  the  date  of  the  sale  is  *25 
and  costs  of  conducting  the  sale  amounted  to  *50.  Prepare  entries  to 
record  the  above  facts. 


Solution: 


. 


. 


‘ 


. * 

■ 
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Subscriber’s  name  v 2,500 

Subscriptions  Receivable 

To  remove  the  unpaid  subscription 
from  the  subscription  account  and 
charge  the  delinquent  subscriber 

Cash  3,000 

Subscribers  name 

To  record  sale  of  subscription 
right 

Subscriber’s  name  75 

Cash 

Interest  Income 

To  record  charges  chargeable  against 


subscriber  : 

Selling  cost  v?50 

Interest  accrued  25 

Subscriber’s  name  425 

Cash 

To  record  proceeds  returned  to 
subscriber- 

Sale  price  £3,000 

Due  Corporation  „;2,500 

Charges  75 2,575 

Proceeds  ^^425 


^2 ,500 


3,000 


50 

25 


425 


The  stock  may  be  issued  to  purchaser  by  the  following  entry- 


Capital  Stock  Subscribed  £ 5,000 

Capital  Stock 

To  record  issue  of  50  shares  of  stock 


4 5,000 


'..here  unissued  and  authorized  capital  stock  accounts  are  kept, 
the  following  entries  are  required  to  record  the  stock  issue 
correctly: 


Capital  Stock  Subscribed  £ 5,000 

Unissued  Capital  Stock 

To  record  issue  of  50  shares  of  stock 


5,000 


Authorized  Capital  Stock  5,000 

Capital  Stock 

To  transfer  50  shares  of  stock  issued 
to  Capital  Stock  account. 


5,000 


Suppose  that  the  corporation,  instead  of  selling  the  subscription 
right,  obtained  a judgment  which  remained  unsatisfied  for  thirty  days 
and  payments  were  forfeited  to  the  corporation,  the  entries  would  be 
as  follows:  (Note  that  in  this  case  there  will  be  neither  interest 
nor  selling  charges  but  there  will  be  court  costs). 


At  time  of  non-payment- 


— 


■ 


. 


. 


* 


. 


. 


■ 
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Subscriber’s  name 

Subscriptions  Receivable 

To  transfer  unpaid  subscription 
to  subscriber’s  aocount. 


^2, 500 


•^2 , 500 


Assume  court  costs  are  ^100. 


Subscriber’s  name 
Cash 

To  record  payment  of  court  costs 

charged  to  subscriber’s  account. 


100 


100 


Thirty  days  after  entry  of  Judgment- 


Capital  Stock  subscribed 


Subscriber’s  name 
Forfeited  Payments 


2,600 

2,400 


To  close  subscriber’s  account  and 

transfer  net  payment  forfeited  to 
special  aocount. 


At  end  of  period  another  entry  may  be  made- 


Forfeited  Payments 
Capital  Surplus 

To  close  forfeited  payments  into 
capital  surplus. 


2,400 


2,400 


If  the  delinquent  person  had  received  his  stock  before  paying 
the  subscription  in  full,  the  treasurer  may,  after  thirty  day 
notice,  sell  such  stockholder’s  shares  by  public  auction.  Cut  of 
the  proceeds,  the  treasurer  shall  pay  to  the  corporation  all  un- 
paid installments  with  interest  and  incidental  expenses.  After 
the  sale,  the  corporation  shall  issue  to  the  purchaser  the  shares 
so  sold.  Any  balance  of  the  proceeds  shall  be  paid  to  the  delin- 
quent stockholder  upon  the  surrender  and  delivery  of  the  old  stock 
certificate  to  the  corporation.  The  corporation  may  choose  not  to 
sell  the  stock  if  no  person  offers  enough  to  pay  the  installments 
and  incidental  charges  due  on  such  stock.  In  this  case  the  delin- 
quent stockholders  shall  be  liable  to  the  corporation  for  all 
sums  due.  If  a judgment  is  entered  for  non-payment  and  it  remains 
unpaid  for  thirty  days,  the  stock  shall  be  forfeited  to  the  corp- 
oration. The  forfeited  stock  may  be  transferred  back  to  the 
corporation  by  the  following  entry: 


14.  entries  for  Treasury  Stock  Purchased. 

Capital  stock  purchased  by  the  issuing  corporation  may  consist 
of  par  value  or  no  par  value  stock.  Par  value  stock  may  be  pur- 
chased at  par  or  either  above  or  below  par;  and  it  may  be  recorded 
at  par  or  cost  price.  In  order  to  simplify  the  subject,  it  will 
be  illustrated  under  each  of  the  following  conditions: 


Treasury  Stock 

Subscription  Receivable 

Capital  Surplus  (Forfeited  payment) 


XXX 


XXX 


■ 

. 
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. 

& 
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1.  Par  value  stock  purchased  at  par, 

2.  Par  value  stock  purchased  at  a discount, 

3.  Par  value  stock  purchased  at  a premium, 

4.  Purchase  of  no  par  value  stock. 

Example  1.  Par  value  stock  purchased  at  par, 

A company  purchased  *100,000  of  it s own  stock  at  par.  It  sold 
*50,000  at  par;  *25,000  at  105  and  *25,000  at  98.  Prepare  entries 
to  date  and  trial  balance. 


Solution? 


Treasury  Stock  *100,000 

Cash 

To  record  purchase  of  1,000  shares 
at  par. 

Cash  50,000 

Treasury  Stock 

To  record  sale  of  500  shares  of 
treasury  stock  at  par. 

Cash  26,250 

Treasury  Stock 
Capital  Surplus 

To  record  sale  of  250  shares  of 
treasury  stock  at  105. 

Cash  24 , 500 

Capital  Surplus  500 

Treasury  Stock 

To  record  sale  of  250  shares  of 
treasury  stock  at  98. 


*5100,000 


50,000 


25,000 

1,250 


25,000 


Trial  Balance 


Cash 

Capital  Surplus 


£ 750 

75o 


JL 


> 750 


The  foregoing  transactions  show  that  a net  profit  of  *>750  has 
been  made. 


Any  treasury  stock  on  hand  at  the  time  a balance  sheet  is  pre- 
pared should  be  deducted  from  the  corresponding  type  of  capital 
stock  issued. 

Example  2.  Par  value  stock  purchased  at  a discount. 

B Company  purchased  *100,000  of  its  own  stock  at  95.  Later  it 
sold  *25,000  at  94,  ,50,000  at  par,  and  *25,000  at  110.  Make  entries 
to: 

1.  Record  treasury  stock  a t cost. 

2.  Record  treasury  stock  at  par  value. 


. 

. 


. , 

. 


- 

. 
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Solution:  1.  Recorded  at  cost  - 


Treasury  Stock 
Cash 

To  record  purchase  of  1,000  shares 
at  95. 


<£95,000 

<£95,000 


Cash 

Profit  Loss  on  Treasury  Stock 
Treasury  Stock 

To  record  sale  of  250  shares  of 


treasury  stock  at  94: 
Cost  per  share 
Sale  price  per  share 
Loss  per  share 


Cash 

Treasury  Stock 

Profit  & Loss  on  Treasury  Stock 

To  record  sale  of  500  of  treasury 
stock  at  par: 

Cost  per  share  *95 

Sale  price  per  share  100 

Profit  per  share  5 


Cash 

Treasury  Stock 

Profit  & Loss  on  Treasury  Stock 
To  record  sale  of  250  shares  of 
treasury  stock  at  110: 

Cost  per  share  <$95 

Sales  price  per  share  110 

Profit  per  share  15 


Profit  & Loss  on  Treasury  Stock 
Capital  Surplus 

To  close  profit  on  treasury  stock 
into  latter  account. 


23,500 

250 

23,750 


50,000 


47,500 

2,500 


27,500 


23,750 

1,750 


4,000 


4,000 


The  best  method  of  showing  the  treasury  stock  on  the  balance 
sheet  at  any  time  is  to  adjust  the  balance  of  the  account  to  par 
and  deduct  it  from  that  type  of  capital  stock  issued.  In  this 
case,  the  adjustment  account  may  be  classed  as  a contingent  profit 
and  added  to  Surplus.  The  Profit  & Loss  on  Treasury  Stock  will  be 
added  to  or  subtracted  from  Capital  Surplus  or  Surplus. 


2.  Recorded  at  par 


Treasury  Stock  £ 100,000 

Cash  95,000 

Contingent  Profit  & Loss  on  Treasury 

Stock.  5,000 

To  record  purchase  of  1,000  shares 
at  95. 


. 
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Cash  ^23,500 

Capital  Surplus  1,500 

Treasury  Stock 

To  record  sale  of  250  shares  of 
treasury  stock  at  94. 

Par  value  of  250  shares  *25,000 
Sale  price  of  250  shares  23,500 
Loss  from  par  value  1,500 

Contingent  Profit  & Loss  on  Treasury  Stock  1,250 
Capital  Surplus 

To  close  *5  per  share  sold  repres- 
enting difference  between  par  and 
cost  price: 

Par  value  of  250  shares  *25,000 
Cost  of  250  shares  23,750 

Difference  1,260 


25,000 


1,250 


Cash  50 , 000 

Treasury  Stock  50,000 

To  record  sale  of  500  shares  of 
treasury  stock  at  par. 

Contingent  Profit  & Loss  on  Treasury  Stook  2,500 

Capital  Surplus  2,500 

To  close  profit  on  sale  of  treasury 
stock  into  latter  account: 

Par  value  or  sale  price  *50,000 
Cost  of  the  500  shares  47,500 
Profit  2,5bb 


Cash  27,500 

Treasury  Stock 
Capital  Surplus 

To  record  sale  of  250  shares  of 
treasury  stock  at  110. 

Contingent  Profit  & Loss  on  Treasury  Stock  1,250 
Capital  Surplus 

To  close  the  balance  of  former 
into  latter  adbount.  It  rep- 
resents difference  between  cost 
and  par  of  250  treasury  shares 
sold. 


25,000 

2,500 


1,250 


In  preparing  the  balance  sheet  before  the  treasury  stock  is 
all  sold,  the  balance  of  the  Contingent  Profit  & Loss  on  Treasury 
Stock  will  be  added  to  Capital  Surplus. 

Example  3.  Per  value  stock  purchased  at  a premium. 

C Company  purchased  *100,000  of  its  own  stock  at  105  and  later 
sold  *50,000  at  par,  *25,000  at  99,  and  *25,000  at  115.  Prepare 
entries  to: 


1.  Record  treasury  stock  at  cost. 

2.  Record  treasury  stock  at  par  value 


, 


. ' 


. 


. 
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Solution:  1.  Recorded  at  cost 


Treasury  Stock 
Cash 

To  record  purchase  of  1,000  shares 
of  stock  at  105. 


^105,000 


^105,000 


Cash  50,000 

Profit  & Loss  on  Treasury  Stock  2,500 

Treasury  Stock  52,500 

To  record  sale  of  500  shares  of 
treasury  stock  at  par: 

Cost  .£52,500 

sale  price  50.000 

Loss  2 , 560 

Cash  24,750 

Profit  Sc,  Loss  on  Treasury  Stock  1,500 

Treasury  Stook  26,250 

To  record  sale  of  250  shares  of 
treasury  stock  at  99: 

Cost  *>26,250 

Sale  price  24.750 

Loss  1.500 


Cash 

Treasury  Stock 

Profit  & Loss  on  Treasury  Stock 
To  record  sale  of  250  shares  of 
treasury  stock  at  115: 

Cost  26,250 

Sale  price  28,750 

Profit  2,SQ~6 


Capital  Surplus 

Profit  & Loss  on  Treasury  Stock 

To  close  net  loss  on  treasury  stock 
into  former  account. 


28,750 


26,250 

2,500 


1,500 


1,500 


It  should  be  noted  here  that  if  no  Capital  Surplus  account  is 
kept  or  the  balance  is  not  large  enough  to  absorb  the  loss,  the 
net  loss  should  be  closed  into  general  surplus. 

2,  Recorded  at  par  value 


Treasury  Stook  *il00,000 

Contingent  Profit  & Loss  on  Treasury  Stock  5,000 

Cash  105,000 

To  record  purchase  of  1,000  shares 
of  stock  at  105. 


Cash 

Treasury  Stock 

To  record  sale  of  500 
treasury  stock  at 


shares  of 
par. 


50,000 


50,000 


. 


v 
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Capital  Surplus  92,500 

Contingent  Profit  & Loss  on  Treasury  Stock 
To  close  50#  of  contingent  profit 
and  loss  on  treasury  stock  sold 
into  former  account. 

Cash  24,750 

Capital  Surplus  250 

Treasury  Stock 

To  record  sale  of  250  shares  of 
treasury  stock  at  99. 

Capital  Surplus  1,250 

Contingent  Profit  & Loss  on  Treasury 
Stock. 

To  close  25 % of  contingent  profit  & 
loss  on  treasury  stock  sold  into 
former  account. 


Cash  28,750 

Treasury  Stock 
Capital  Surplus 

To  record  sale  of  250  shares  of 
treasury  stock  at  115. 

Capital  Surplus  1,250 

Contingent  Profit  Loss  on  Treasury  Stock 
To  close  balance  of  latter  into 
former  account. 


v2,500 


25,000 


1,250 


25,000 

3,750 


1,250 


*^s  in  the  former  case,  if  the  Capital  Surplus  shows  a debit 
balance,  it  should  be  closed  into  Surplus. 

After  a careful  study  of  the  above  examples,  it  seems  unnecessary 
to  illustrate  the  purchase  of  no  par  value  stock  as  treasury  stock. 
Such  purchases  are  always  recorded  at  cost  and  when  any  of  the  shares 
are  sold,  the  difference  between  cost  and  sale  price  should  be  closed 
into  Profit  rc.  Loss  on  Treasury  Stock  or  Capital  Surplus.  If  the 
former  account  is  kept,  its  balance  should  be  transferred  to  Capital 
Surplus  after  the  entire  amount  of  treasury  stock  has  been  sold. 

15.  Entrie:  for  Treasury  Stock  Donated. 

Stockholders  may  donate  or  return  a portion  of  their  stock  to 
the  corporation  for  several  reasons.  The  corporation  may  have  been 
organized  without  adequate  provision  for  raising  of  the  initial 
working  capital.  This  situation  will  usually  arise  when  an  old  con- 
cern without  sufficient  working  capital  is  incorporated.  If  capital 
stock  cannot  be  sold  at  par,  the  incorporators  nay  issue  an  amount 
of  stock  greater  in  par  value  than  the  fair  value  of  the  net  assets 
acquired  by  t e corporation  with  the  understanding  that  a certain 
number  of  shares  shall  be  donated  to  the  corporation  in  order  to 
raise  working  capital.  The  advantage  of  this  is  that  because  the 
shares  had  been  legally  issued  as  full  paid  stock,  these  shares  can 
now  be  sold  for  any  amount.  An  overvaluation  of  assets  with  a 
corresponding  watering  of  capital  stock  will,  of  course,  result  in 
such  cases.  Assets  need  not  be  necessarily  overvalued.  Stock- 
holders may  donate  a part  of  their  stook  if  it  will  benefit  the 
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corporation  and  eventually  benefit  themselves  by  such  act.  In 
fact,  stock  may  be  donated  in  lieu  of  an  assessment  for  the  purpose 
of  increasing  working  capital  or  to  wipe  an  existing  deficit.  Not- 
withstanding the  reasons  for  the  donation  of  stock,  the  entries 
will  be  the  same  in  all  cases. 

Donated  capital  stock  may  be  recorded,at  nominal  amount,  par 
value,  or  issue  price.  Par  value  stock,  however,  should  preferably 
be  recorded  at  par.  The  journal  entries  generally  made  in  this 
connection  will  be  illustrated  by  the  following  examples: 

1.  Stockholders  of  A Company  donate  1,000  shares  of  common 
stock  with  vlOO  par  value  to  the  corporation.  Later,  500  shares  are 
sold  at  80,  200  at  par,  and  300  at  102.  Required,  entries  to  record 
above  facts. 


2.  B Company  stockholders  donate  1,000  no  par  value  shares  to 
the  corporation.  These  shares  are  sold  - 500  at  15,  300  at  20,  and 
200  at  18.  Required  journal  entries.  The  shares  are  recorded  at  a 
nominal  value  of  yl  per  share. 

3.  Facts  some  as  Case  2 above.  The  shares  are  recorded  at 
average  issue  price  of  $25  per  share.  Prepare  necessary  entries. 


Solution: 


Example  1 


Treasury  Stock  - Common 
Capital  Stock  Donated 

To  record  donation  of  1,000  shares 
par  value  yl00 

Cash 

Capital  Surplus 

To  record  sale  500  shares  of  treasury 
stock  at  80 

Capital  Stock  donated 

Treasury  Stock  - Common 

To  reverse  entry  made  for  stock 

donated  to  extent  of  500  shares, 
par  *>100 


If  desired,  the  following  method  may  be  used  - 
Second  sale. 

Cash 

Treasury  Stock  - Common 

To  record  sale  of  200  shares  of  treasury 
stock  at  par. 

Capital  Stock  Donated 
Capital  Surplus 

To  transfer  proceeds  of  treasury  stock 
sold  to  latter  account. 


v100,000 


40,000 


50,000 


y!00,000 


40,000 


50,000 


20,000 


20,000 


20,000 


20,000 


Another  procedure  may  be  followed  - Third  sale 


. 

. ' 

. 

, 

. 

, 
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Cash  #30,600 

Treasury  Stock  - Common 
Capital  Surplus 

To  record  sale  of  300  shares  of  treasury 
stock  at  102. 


#30,000 

600 


Capital  Stook  Donated  30,000 

Capital  Surplus 

To  close  former  into  latter  account. 


30,000 


If  the  Surplus  account  of  the  corporation  shows  a debit  balance, 
it  would  be  advisable  to  close  it  into  Capital  Surplus. 

Example  2 


Treasury  Stock  - Common  1,000 

Capital  Stock  Donated 

To  record  donation  of  1,000  no  par  at  #1. 

Cash  7,500 

Capital  Surplus 

To  record  proceeds  of  500  shares  of 
treasury  stock  sold  at  15. 

Capital  Stock  Donated  500 

Treasury  Stock  - Common 

To  reverse  entry  made  to  record 

treasury  stock  donated  to  extent 
of  500  shares. 

Cash  6,000 

Capital  Surplus 

To  record  proceeds  of  300  shares  of 
treasury  stock  sold  at  20. 

Capital  Stock  Donated  300 

Treasury  Stock  - Common 

To  reverse  entry  made  for  stock  donated 
to  extent  of  300  shares  recorded 
at  .)f>l  per  share 


Cash  3,600 

Capital  Surplus 

To  record  proceeds  of  200  shares  of 
treasury  stock  sold  at  13 


Capital  Stock  Donated  200 

Treasury  Stock  - Common 

To  reverse  entry  made  for  stodk  donated 
to  entent  of  200  shares  recorded 

at  #1 


Example  3 


Treasury  Stock  - Common  25,000 

Capital  Stock  Donated 

To  record  at  issue  price  1,000 
shares  of  no  par  value. 


1,000 

7,500 

500 

6,000 

300 

3,600 

200 

25,000 


. 


. 

• ' . 


. 

- - 

. 


^ 
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Cash  $7 ,500 

Capital  Surplus  <$7,500 

To  record  proceeds  of  500  shares 
of  treasury  stock  sold  at  15. 

Capital  Stock  donated 

Treasury  Stock  - Common 

To  reverse  entry  made  for  stock 

donated  to  extent  of  500  shares 
recorded  at  25 

Cash 

Capital  Surplus 

To  record  proceeds  of  300  shares 
of  treasury  stock  sold  at  20 

Capital  Stock  Donated 

Treasury  Stock  - Common 

To  reverse  entry  made  for  stock 

donated  to  extent  of  309  shares 
recorded  at  25 

Cash 

Capital  Surplus 

To  record  proceeds  of  200  shares  of 
treasury  stock  sold  at  18 

Capital  Stock  Donated 

Treasury  Stock  - Common 

To  reverse  entry  made  for  stock 

donated  to  extent  of  200  shares 
recorded  at  25 

The  problem  of  showing  Capital  otock  Donated  on  the  balance  sheet 
is  very  simple.  It  is  generally  shown  in  the  net  worth  section 
following  surplus.  Treasury  stock,  of  course,  will  be  deducted  from 
the  corresponding  Capital  Stock  account. 

16.  Entries  to  Hecord  Dividends. 

Dividends  should  never  be  recorded  on  the  books  until  the  board 
of  directors  has  legally  declared  and  published  the  declaration  of 
such  dividends.  The  reason  for  this  is  that  dividends  may  be  res- 
cinded if  they  were  not  published.  As  soon  as  published,  the  divi- 
dends declared  become  actual  liabilities  of  the  corporation  like 
liabilities  to  regular  creditors.  It  may  be  well  to  state  here  that 
dividends  are  declared  only  on  the  outstanding  stock.  Treasury  and 
unissued  stock  will  not  receive  any  dividends,  and  consequently  must 
be  deducted  from  the  authorised  capital  stock  in  order  to  determine 
the  number  of  shares  outstanding  and  entitled  to  receive  dividends. 
Generally  a certain  percent  on  par  is  declared  as  dividend  on  par 
value  stock,  while  a definite  sum  of  money  per  share  is  usually 
declared  and  paid  on  no  par  value  stock. 

To  illustrate  the  calculation  and  recording  of  dividends,  the 
net  worth  items  of  Iloward-Johnson  Co.,  Inc.,  are  used  and  are  as 
follows : 


12,500 

12,500 


6,000 

6,000 


7,500 

7,500 


3,600 

3,600 


5,000 

5,000 


- 


. 

. 


. 


. 

. 
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7%  preferred  Stock  Authorized  (par  *100)  *1,500,000 

Common  Etock  Authorized  (no  par)  20,000  shares 

Unissued  Common  Stock  2,000  shares 

Treasury  Stock  - Common  200  shares 

Unissued  Preferred  otock  *500, 000 

Treasury  Stock  - Preferred  (1,500  shares)  *175,000 

Surplus  available  for  dividends  *404,600 

On  December  31,  1929,  the  semi-annual  dividend  on  the  preferred 
and  y5  Der  share  on  common  stock  have  been  declared  to  stockholders 
of  record  on  December  31,  1929,  and  payable  on  January  15,  1930. 

Required. 

1.  Schedule  showing  outstanding  capital  stock  and  amount 
of  dividend  payable  on  each  type  of  stock. 

2.  Entries  to  record  declaration  of  dividends. 

3.  Entries  to  record  payment  of  dividends. 

Solution: 


1. 


2. 


Schedule  Showing  Outstanding  Capital  at  December  31,  1929. 


Preferred 

Common 

Total 

Authorized  - Shares 

15,000 

20,000 

35,000 

Deduot : 

Treasury  Stock  shares 
Unissued  Stock  Shares 

1,500 

5.000 

200 

2,000 

1,700 

7,000 

Total  deductions 

£7507) 

£,260 

Total  outstanding  shares 

"TTtTOT 

7'  Preferred  {*3.50  per  share) 
Common'  (*5.00  per  share) 

£9,750 

89,000 

29,750 

89,000 

Total  dividends 

'2377  50 

83, 66O 

118,750 

Entries  to  record  declaration  of  dividends. 


December  31,  1929 

Surplus  *29,750 

Dividends  Payable  - Preferred  *29,750 

To  record  declaration  of  semi- 
annual dividend  on  7%  Preferred 
stock.  Number  of  shares  outstand- 
ing 3,500  par  value  *850,000 


-51- 


Surplus  89,000 

Dividends  Payable  - Common  89,000 

To  record  declaration  of  *5  per 
share  oh  common  stock. 

Shares  outstanding  17,800 

3.  Entries  to  record  payment  of  dividend. 


' 

. 

■ 

. 
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January  15,  1930 

Dividends  Payable  - Preferred 
Cash 

To  record  payment  of  semi-annual 
dividend  declared  on 
December  31,  1929. 


-15- 


Dividends  Payable  - Common 
Cash 

To  record  payment  of  dividend 
declared  on  December  31,  1929 

17.  Problem  with  all  elements  Considered. 


,£29,750 

*29,750 


89,000 

89,000 


The  illustrative  problem  given  in  this  section  will  not 
literally  cover  all  the  principles  discussed  in  this  Chapter  but 
will  include  the  more  fundamental  principles.  For  instance,  the 
problem  will  not  include  transactions  involving  treasury  stock, 
unpaid  subscriptions,  dividends,  and  so  forth.  However,  the 
principles  excluded  from  the  problem  have  been  illustrated  in 
greater  detail  under  the  appropriate  sections. 


Problem. 


Clarke  Brothers  Co. 


Assets 

Liabilities 

Cash 

* 1,400 

Notes  payable 

*12,000 

Accounts  Receivable 

29,500 

-accounts  Payable 

25,100 

Notes  Receivable 

15,000 

Notes  Rec.  Discounted 

10,000 

Inventory 

45,800 

Accrued  Liabilities 

1,500 

Deferred  Charges 

2,400 

Building  Dep.  Reserve 

10,500 

Land 

10,000 

Equipment  Dep. Reserve 

3,000 

Building 

70,000 

M.  Clarke  - Capital 

30,000 

Equipment 

8,000 

u . Clarke  - Capital 

40,000 

C.  Clarke  - Capital 

50,000 

T527ISff 


Profits  and  losses  are  divided  in  proportion  to  the  capital 
accounts. 


Clarke  brothers  agreed  to  form  a corporation  to  buy  the  existing 
partnership  on  the  following  terms: 

1.  Cash  to  be  retained  by  the  partnership. 

2.  -,£2,000  shall  be  set  aside  to  provide  for  bad  accounts. 

3.  The  inventory  shall  be  increased  ,£3,500. 

4.  Land  shall  be  valued  at  ^15,000. 

5.  The  building  shall  be  valued  at  *70,000. 

G.  The  equipment  shall  be  valued  at  *5,000. 

7.  Goodwill  to  be  valued  at  *25,000. 

8.  Payment  by  the  corporation  shall  be — 

(a)  preferred  stock  (7$)  *100,000 

(b)  Balance  in  common  stock 


\ 

. 


' 


-- 


— » 
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9.  Distribution  of  assets  among  the  partners  shall  be- 

(a)  Common  stock  equal 

(b)  Cash;  *400;  *400;  and  *600  respectively. 

(c)  Preferred  stock  to  balance. 

10.  The  name  of  the  corporation  shall  be  Clarke  Co.,  Inc.  and 
its  capitalization  shall  be  *250,000  preferred  stock  and  *250,000 
common  stock  with  *100  par  value. 

The  above  agreement  has  been  complied  with  and  the  corporation 
organized  on  January  2,  1930. 

The  balance  of  the  preferred  stock  and  *100,000  common  stock 
have  been  subscribed  for  at  par  on  January  10,  1930.  Payments  for 
the  stock  are  to  be  made: 

25%  on  January  10,  1930 
50;*  on  January  31,  1930 
25, j on  March  15,  1930 
Organization  expenses  paid  *500. 


Requirement : 

1.  Adjustments  for  partnership  books. 

2.  Schedule  of  partners’  accounts. 

3.  Entries  to  ciose  partnership  books. 

4.  Entries  to  open  corporation  books. 

5.  Entries  for  corporation  to  and  including  January  31,  1930. 

6.  Trial  balance  at  January  31,  1930. 

7.  Balance  sheet  at  January  31,  1930. 

Solution: 


Partnership  books 

1.  Adjusting  entries,  January  2,  1930 


(2)  Profit  and  Loss 

Reserve  for  Bad  Debts 

To  set  aside  above  amount  to 
provide  for  bad  accounts 

-2- 

(3)  Inventory 

Profit  & Loss 

To  increase  inventory  to 
market  value. 

-2- 

( 4 ) Land 

Profit  & Loss 

To  increase  land  to  reflect 
agreed  value. 


*2,000 


3,500 


5,000 


.^2,000 


3,500 


5,000 


. 


- 


■ 

. 

. 
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January  2,  1930 


(5)  Building  Depreciation  Reserve 
Profit  & Loss 

To  close  reserve  account  into 
profit  & Loss  to  show  net 
building  value  of  ^70,000 


(6)  Equipment  Depreciation  Reserve 
Equipment 

To  close  reserve  into  equipment 
account  to  show  net  value 
of  ^5,000. 


-2- 

(7)  Goodwill 

Profit  & Loss 

To  set  goodwill  according 
to  agreement. 


*>10,500 

Sl0,500 


3,000 

3,000 


25,000 

25,000 


2.  Schedule  of  Partners*  Accounts 


' M.C. 

V;  . C • 

C.C. 

Total 

Capital  at  December  31,1930 

v30,600 

v46 , 060 

*50,006 

*120,066 

Profit  & Loss  Adjustments 

10 , 500 

14,000 

17,500 

42,000 

Balanoe 

40,  boo 

&4,00~6 

6^,500 

" lb5  ,660“ 

Distribution  of  .-.ssets: 
Common  Stock 

20,200 

20,200 

20,200 

60,600 

Cash 

400 

400 

600 

1,400 

Preferred  Stock 

19,900 

33,400 

46,700 

100,000 

Total  Distribution 

40,560 

54,006 

162,006 

January  2, 

1930 

Profit  & Loss 

M.  Clarke  - Capital 
<t.  Clarke  - Capital 
C.  Clarke  - Capital 

To  close  profit  and  loss  into 
the  capital  accounts. 


42,000 

10.500 
14,000 

17.500 


3.  Entries  to  close  Partnership  Books 
January  2,  1930 


Clarke  Co.,  Inc. 

Accounts  Receivable 

Notes  Receivable 

Inventory 

Deferred  Charges 

Land 

Building 

Equipment 

Goodwill 

To  close  assets  into  Vendee’s 
account . 


^211,200 

29,500 

15,000 

49,300 

2,400 

15.000 

70.000 
5,000 

25.000 


. 

' 

■ 
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January  2,  1930 


Notes  Payable 
Accounts  Payable 
Notes  Receivable  Discounted 
Accrued  Liabilities 
Reserve  for  Bad  Debts 
Clarke  Co.,  Inc. 

To  close  liabilities  assumed 
by  Vendee  into  its  account. 


*>12,000 

25,100 

10,000 

1,500 

2,000 

*>50 , 600 


2- 


Preferred  Stock 
Common  Stock 

Clarke  Co.,  Inc. 

To  record  stock  received  in  pay- 
ment of  partnership  business. 


100,000 

60 , 600 


160,600 


-2- 


M. 

W. 

c. 


Clarke  - Capital 
Clarke  - Capital 
Clarke  - Capital 
Common  Stock 
Preferred  Stock 
Cash 

To  record  the  distribution  of 

stock  received  from  Clarke  Co., 
Inc.  and  cash  retained  by 
partnership  and  close  partner- 
ship books. 


40.500 
54,000 

67.500 


60 , 600 
100,000 
1,400 


4.  Entries  to  open  Corporation  Books 


January  2,  1930 


Accounts  Receivable 

*29,500 

Notes  Receivable 

15,000 

Inventory 

49,300 

Deferred  Charges 

2,400 

Land 

15,000 

Building 

70,000 

Equipment 

5,000 

Goodwill 

25,000 

Clarke  Brothers  Co.  ^211,200 

To  bring  onto  the  books  the 

assets  acquired  from  partner- 
ship. 


• • 

. 


. 
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January  2,  1930 


Clarke  Brothers  Co.  ^50,600 

Notes  Payable  ,*12,000 
Accounts  Payable  25,000 
Notes  Receivable  Discounted  10,000 
Accrued  Liabilities  1,500 
Reserve  for  Bad  Debts  2,000 


To  record  liabilities  assumed. 


2- 


Clarke  Brothers  Co. 

Preferred  Capital  Stock 
Common  Capital  Stock 

To  record  stock  issued  into  pay- 
ment of  net  assets  acquired 
from  partnership. 


160,600 


100,000 
60 , 600 


5.  Corporation  entries  to  February  1,  1930 


January  10,  1930 

Subscriptions  Receivable  - Preferred 
Subscriptions  Receivable  - Common 

Capital  Stock  Subscribed  - Preferred 
Capital  Stock  Subscribed  - Common 
To  record  subscriptions  of  stock 
at  par. 


150.000 

100.000 

150.000 

100.000 


-10- 


Cash  62,500 

Subscriptions  Receivable  - Preferred 
Subscriptions  Receivable  - Common 
To  record  25  » of  subscriptions 
received  in  cash. 

-31- 

Cash  125,000 

Subscriptions  Receivable  - Preferred 
Subscriptions  Receivable  - Common 
To  record  collection  of  second 

payment  (50$)  of  subscriptions 

-31- 


Organization  Expenses 
Cash 


37,500 

25,000 


75.000 

50.000 


To  record  payment  of  organization 
expenses. 


500 


500 


. 


. 
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Clarke  Co.  Inc. 

6.  Trial  Balance,  January  31,  1930 


Cash 

$187,000 

Notes 

15,000 

Notes  Receivable  Discounted 

$ 10,000 

Accounts  Receivable 

29,500 

Reserve  for  Bad  Debts 

2,000 

Inventory 

49,300 

Deferred  Charges 

2,400 

Organization  Expenses 

500 

Goodwill 

25,000 

Land 

15,000 

Building 

70,000 

Equipment 

5,000 

Subscriptions  Receivable  - Preferred 

37,500 

Subscriptions  Receivable  - Common 

25,000 

Notes  Payable 

12,000 

Accounts  Payable 

25,000 

Accrued  Liabilities 

1,500 

Capital  Stock  Subscribed  - Preferred 

150,000 

Capital  Stock  Subscribed  - Common 

100,000 

Preferred  Capital  Stock 

100,000 

Common  Capital  Stock 

60,600 

$ 461.200  ^ 461, 203' 


Clarke  Co.,  Inc. 

7.  Balance  Sheet.  January  51,  1930 


Assets 


Current  Assets: 

Cash 

Notes  Receivable  $15,000 

Less-Notes  Rec.  Dis.  10 , 000 

Accounts  Receivable  29,500 

Less-Reserve  for  Bad  Debts  2.000 

Inventory 

Total  Current  Assets 
Fixed  Assets: 

Land 

Building 

Equipment 

Total  Fixed  Assets 
Intangible  Assets: 

Goodwill 

Organization  Expenses 

Total  Intangible  Assets 
Deferred  Charges 
Total  Assets 


$187,000 

5,000 

27,500 

49,300 

$266,800 

15.000 

70.000 
5,000 

90,000 

25.000 
500 

25,500 

2,400 


$386,700 


_ Z3 
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Liabilities  & Net  ».orth 


Current  Liabilities: 

Notes  Payable 
Accounts  Payable 
Accrued  Liabilities 
Total  Liabilities 
Net  Worth; 

Capital  Stock  Authorized-Pre.  *250,000 

Less-TJnissued  Stock  150,000  *100,000 

Capital  Stock  Subsc.-Pre.  150,006 

Less-Unpaid  Subscriptions  37,500  112,500 

Interest  of  Pre. Stockholders  212,500 

Capital  Stock  Authorized-Corn.  250,000 

Less-Unissued  Stock  189,400  60,600 

Capital  Stock  Subs. -Com.  166,066 

Less-Unpaid  Subscriptions  25,000  75,000 

Interest  of  Com.  Stockholders  155 , 600 

Total  Net  Worth  348,100 

Totel  Liabilities  & Net  Worth  v $06, 700 


*12,000 

25,100 

1,500 

#38,600 
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DISCUS  SI  0!'  AND  LABORATORY  MATERIAL 


CHAPTER  I 


1.  Explain  the  relation  between  accounting  and  the  management  of 
a business  enterprise. 

2.  ' hat  are  the  fundamental  questions  which  accounting  must 
answer  for  the  business  management?  How  would  accounting  answer  such 

quest  ions  ? 

3.  Should  every  executive  understand  the  fundamentals  of  account- 
ing? Explain. 

4.  How  would  you  determine  the  present  status  of  a concern? 
Illustrate. 

5.  ’That  do  you  understand  by  the  terms  property,  clai;.  s,  and 
owner  sh  ip  . ? 

6.  Differentiate  between  property  as  used  in  accounting  and  as 
used  in  general  parlance. 

7.  VJhy  is  a comparison  of  the  present  with  that  of  the  past 
status  necessary?  hat  will  the  comparison  show?  ould  an  increase 
in  the  ownership  necessarily  im.  rove  the  position  of  the  business? 

Explain • 

8.  At  what  time  of  the  year  is  it  best  to  determine  the  financial 
status  of  a business? 

9.  ' ould  you,  as  a business  manager,  be  satisfied  by  a knowledge 
of  the  increase  or  decrease  in  the  ownership  of  the  business? 

10.  Explain  why  it  is  more  important  for  the  business  man  to 
know  the  elements  which  caused  the  changes  than  the  mere  knowledge 
of  the  amount  of  the  cliange . hat  would  a comparison  of  t he  elements 
which  cause  the  changes  reveal? 


R.  C.  Atwood  on  January  1,  1927  opens  a grocery  business  by 
investing  : 5000.  in  cash. 

i t the  end  of  the  month,  January  31,  1927,  his  business  shows 

the  fo Having: 


CHAPTER  II 


Problem  I 


Cash 

Counters  and  show  cases 
2 Cash  i-egisters 
Miscellaneous  store  equipment 
Trading  goods  on  hand 


t.  4500 
200 
250 


50 

2000 


A lot  of  goods  purchased  from  Jones  & co.  for  1 00. 
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was  received  on  January  31,  therefore,  it  h;  s not  been 
paid  yet.  This  ! 1500  worth  of  goods  was  properly  in- 
cluded in  valuing  the  foods  on  hand  shown  above. 
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(a)  As  the  manager  of  the  business  you  are  requested  to  prepare 
a report  s owing  how  much  r'r.  Atwood  is  worth  at  t*ie  close  of  Janu- 
ary. 


(b)  Is  the  business  worth  more  or  less  than  at  January  1,  1S27. 


Problem  2 


R.  J#  Banks  engages  in  the  dry  goads  business  on  J&miary  1, 
1927  by  investing  500  in  cash,  .1000  in  store  equipment,  and  1500 
in  merchandise. 

After  operating  the  business  for  six  months,  it  shows  the 
following  values: 


— Cash  in  deposit  1200. 

Store  equipment  1150. 

Merchandise  on  hand  1650. 

Prepaid  insurance  on  stock  and 

equipment  90. 


Mr.  Banks  borrowed  : 500  on  his  note  from  the  bank.  The 
note  falls  due  an  July  10,  1927. 

You  are  requested  to  prepare  a report  that  will  answer  the 
-following  question: 

1.  Is  the  business  worth  more  or  less  than  at  its  inception 
and  hov;  much? 


Problem  3 


After  operating  his  business  for  one  year  the  records  of 
H.  C.  C^sey,  the  proprietor,  show: 


Cash  on  hand  and  in  bank  i 1000 
Merchandise  inventory  3500 
Equipment  — Cost  500 
Delivery  truck  — Cost  1200 


The  following  persons  owe  the  business  for  goods  sold  to 
them : 

L.  Bishop  ; 200. 

H.  Clarke  150. 

The  business  owes  the  following  persons  for  merchandise 
pure  ased: 


Swift  & Son  210. 

Collins  & Co.  290. 


prepare  a report  shaving  the  net  worth  of  II.  C.  C^sey*s  business 
Qt  December  31,  1926. 


. 

! 


. 

. 


-- 
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Six  months  later  Mr.  Casey’s  books  show: 


Cash  on  deposit  : 1650. 

Cash  on  hand  150. 

Accounts  receivable  2400. 

C.  Allen  t 500. 

L.  Bond  800. 

J.  Chase  300. 

E . Done  800. 

Furniture  and  fixtures  - cost  1000. 

delivery  equipment  - cost  1800. 

Merchandise  inventory  4950. 

Insurance  unexpired  150. 

Accounts  payable  5000. 

A.  Chandler  1,2000. 

D.  Snyder  1500. 

W.  Beal  1500. 

Kotes  payable  1000. 


Prepare  a complete  report  showing: 

1.  How  much  the  business  was  worth  at  December  31,  1926 
and  how  much  it  is  worth  at  June  30,  1927. 

2.  The  amount  of  profit  or  loss  made  in  the  six  month 

per iod. 

Are  the  furniture  and  fixtures  and  the  delivery  equipment  worth 
as  much  no;;  as  they  were  worth  at  December  31,  1926?  F.xplain. 


Problem  4 

At  December  31,  1927,  the  business  of  N.  J.  baton  show  the 


w w _____ 

foil ow i ng  i terns  : 

Cash 

•3500. 

Accounts  Receivable 

26000. 

Notes  Receivable 

7500. 

Inventory  - Merchandise 

18000. 

Interest  Receivable 

100. 

Unexpired  Insurance 

500. 

Supplies  on  Hard 

300. 

Prepaid  Interest 

200. 

Land  and  Building 

30000. 

Equipment 

5000 . 

Notes  Payable 

6000. 

Accounts  Payable 

25000. 

Salaries  payable 

150. 

Unearned  Interest  on  Notes  Receivable 

50. 

Mortgage  Payable 

15000. 

From  the  above  information  prepare  a report  form  and  an  account 

form  balance  sheet. 

rhich  form  of  balance  sheet  do  you  prefer?  bhy? 


. 

. 


. 


I 

. 

. 


. 


. 

. 
. 


. 


I 
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Problem  5 

v/ 

After  two  years*  operation  A*  G.  Dickson’s  books  sr  cm  the 
following  assets  and  liabilities: 


Cash  in  bank  and  on  hand  £200, 
Delivery  equipment  - cost  (Two  years  old) 3300. 
Store  equipment  - cost  (Two  years  old)  2000. 
Merchandise  on  hand  1400. 
Accounts  payable  1900. 
A note  payable  to  the  bank  200. 


Being  unable  to  pay  his  debts,  hr.  Dickson  asks  you  for  a loan 
of  $ 2000  for  one  year. 

Vould  you  make  the  loan?  Why? 

Vould  you  change  your  decision  in  the  above  case  if  the  business 
showed  the  following: 


Cash  in  bank  and  cm  hand  £500. 
Accounts  receivable  (All  good)  3000. 
Delivery  equipment  - cost  (Two  years  old)  1200. 
Store  equipment  - cost  (Two  years  old)  500. 
Merchandise  on  hand  1700. 
Accounts  payable  1500. 
Uotes  payable  400. 


prepare  statements  which  in  your  opinion  will  answer  the  ques- 
tions properly  and  show  ho?/  you  arrive  at  your  conclusions. 

Does  the  business  look  better  or  not  in  the  latter  case?  Uhy? 


Problem  6 


The  balance  sheet  accounts  of  the  partnership  of  liadley  & Co. 
on  January  1,  1927  are  as  follows: 


Cash  on  deposit 

s 2600 

Cash  on  hand 

400 

Merchandise  inventory 

7800 

Accounts  receivable  balance 

12200 

Fixtures  and  equipment 

2500 

B.  11  ♦ Hadley  — Capital 

10000 

F.  J.  Hardy  --  Capital 

10000 

Accounts  payable  balance 

3000 

Hotcs  nayable  --  bank 

2500 

During  the  month  of  January  the  following  transactions  were 

recorded: 


B.  K.  Hadley  withdrew  for  his  own  use  1500. 

Old  accounts  receivable  collected  4000. 

Old  accounts  payable  raid  1500. 

Merchandise  purchased  on  account  7500. 

Merchandise  vv  ich  cost  - 4500  is  sold  for  6000. 


— 


- 


V 


F.  J.  Hardy  makes  an  additional  cash 

investment  ^500. 

Expenses  paid  600. 

From  the  above  infonnation  prepare: 

1.  Balance  sheet  as  at  January  1,  1927. 

2.  Balance  sheet  as  at  January  31,  1927. 

3.  Comparative  balance  sheet. 

4.  Analysis  of  the  capital  accounts. 


Problem  7. 


The  Kelley  & Company  Incorpor ated  is  a business  corporation 
incorporated  under  the  E-iassacnuset ts  laws.  The  balance  sheet  or  the 
assets,  liabilities,  and  capital  accounts  as  shown  by  the  company’s 
general  ledger  on  January  1,  1927  are  as  follows: 


Cash  on  hand  and.  in  bank 

v 3500 

Notes  receivable  balance 

6500 

Accounts  receivable  balance 

23960 

Reserve  for  bad  debts 

1500 

Interest  receivable 

160 

Rent  receivable 

300 

Unexpired  Insurance 

950 

Office  equipment  — Net 

3000 

Delivery  equipment  — Net 

4500 

Land 

6000 

Build ings  — Net 

45000 

Merchandise  inventory 

21250 

Notes  payable 

5000 

Accounts  payable 

13875 

’’ages  payable  accrued 

380 

Interest  accrued  payable 

175 

Mortgage  payab  le 

15000 

Capital  Stock  (750)  shares 

75000 

Surplus 

4190 

At  January  31,  1927  the  transaction  which  were  recorded  during 
the  month  are  shown  below  in  a summarized  form: 


Purchases  made  on  account  125070, 
Sales  of  merchandise  on  account  33840. 
Accounts  receivable  collected  35500. 
Accounts  payable  paid  25850. 
Expenses  paid  in  cash  5950. 
The  interest  receivable  now  is  200. 
The  rent  receivable  is  increased  to  450. 
Unexpired  insurance  at  January  31,  1927  900. 


The  equipment  is  reduced  1%  for  one  month  depreciat  ion 
and  the  buildings  are  reduced  1/5  of  one  per  cent  for 
depreciat ion. 

Except  as  changed  by  the  above  information  all  items  are  left 
as  they  ..ere  on  January  1,  1927. 


. 


. 


. 


. 

. 


. 

. 


. 
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Required: 

1.  Balance  sheet  as  at  January  1,  1927 

2.  Balance  sheet  es  ct  January  31,  1927 

3.  Corporative  balance  sheet. 


Problem  8 

Ben;}.  Lewis  and  Andrew  Loow  on  fca rch  1,  1927  engaged  in  the 
wholesale  grocery  business  in  Boston  with  the  following  investments • 

Ben;).  Lewis  invested  cash  16000.  and  a stock  of  merchandise  worth 
£ 8000 • 


Andrew  Loew  invested  as  his  share  a delivery  truck  worth  (1600. 
and  real  estate  worth  £’13000. 

On  July  1,  1927  the  partnership  showed  the  following  items: 


Cash  £1350. 
llotes  Receivable  2000. 
Accounts  Receivable  11365. 
Reserve  for  Bad  Debts  641. 
Furniture  & Fixtures  4000. 
Reserve  for  Depreciation  of  Furniture  & Fix.  125. 
Inventory  9875. 
Buildings  10000. 
Reserve  for  Depreciation  of  Buildings  100. 
Land  3000 • 
Unexpired  Insurance  396. 
Supplies  on  hand  250. 
Accounts  Payable  16872. 
T,7a  ge  s Fa  ya  bl  e 175. 
Delivery  Truck  1600. 
Reserve  for  Depreciation  of  Delivery  Truck  267. 


The  above  information  is  presented  to  you  with  the  request  that 
you  prepare  a statement  for  the  partnership  showing  precisely  the 
condition  of  the  business  as  at  July  1,  1927. 

Determine  the  profit  or  loss. 

Prepare  a one  hundred  per  cent  statement 


Problem  9 


The  assets  and  liabilities  of 
were  as  follows: 

Cash 

Land 

Buildings 

merchandise  on  hand 
machinery  & equipment 
-Creditors*  accounts 
— Customers*  accounts 
VJages  payable 
llotos  payable 


L.  Thompson  at  December  51,  1926 


2350. 
5500. 
28000 . 
39550. 
11200. 
24365. 
19380. 

900. 

10000. 


« 

. 

« 


. 

. 


. 

. 


* 

. 

. 

. 
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Six  months  later,  at  June  30,  1927,  his  books  shoiwed  the 

following  items: 


Cash 

Jr  2500 

Land 

5500 

Lull  dings 

27500 

merchandise  on  hand 

34200 

machinery  & equipment 

10640 

Customers*  accounts 

18750 

Uages  payable 

750 

Creditors*  accounts 

25310 

Notes  receivable 

3500 

Unexpired  insurance 

985 

Prepare : 

1.  Balance  sheet  at  December  31,  1926 

2.  Balance  sheet  at  June  30,  1927 

3*  A statement  showing  the  results  of  the  six  months 
operation 

4.  Is  the  ratio  of  current  assets  to  current  liabilities 
better  or  worse  than  it  was  at  December  31,  1927?  Jhy? 


Problem  10 


The  assets  and  liabilities  H.  LacLean  at  December  31,  1928  are 


as  follows: 

Gash  |4#000. 
Kotos  Receivable  3,000. 
Interest  Receivable  60. 
Accounts  Receivable  - Trade  18,540. 
Accounts  Receivable  - Special  1,500. 
merchandise  Inventory  14,200. 
Store  Equipment  6,000. 
Delivery  Equipment  2,000. 
Office  Equipment  200. 
Store  Supplies  250. 
Office  Supplies  100. 
Unexpired  Insurance  450. 
Prepaid  Rent  200. 
Notes  Payable  - Trade  2,500. 
Notes  Payable  - Bank  5,000. 
Accounts  Payable  16,500. 
Salaries  Payable  150. 
Interest  Payable  100. 
II.  macLean  - Capital  at  June  30,  1928  20,000. 


Prepare  a balance  sheet  for  Lr.  macLean  and  show  the  profit 
earned  or  the  loss  suffered  in  the  six  month  period. 


CHAPTER  III 


Problem  1 

The  operating  Items  of  R.  J.  Banks  for  six  months  ended  December 

31,  1927  are  3hown  below: 


355. 


Sales 

(11,500 

Inventory,  June  30, 

1927 

1,650 

Purchases 

8,250 

Inventory,  December 

31,  1927 

2,500 

Salaries 

1,500 

Rent 

600 

Selling  Expenses 

550 

Delivery  Expenses 

300 

Supplies 

170 

Depreciation 

100 

Insurance 

75 

General  Expenses 

350 

Prepare : 

Profit  and  loss  stntoi  ent. 


Problem  2 

The  erofit  and  loss  items  of  H.  C,  Casey  for  three  months 
ending  march  31,  1929,  were  recorded  as  follows: 


Sales 

( 28,500 

Sales  Returns  and  Allowances 

400 

Inventor;^,  January  1,  1929 

6,500 

Purchases 

24,200 

Purchases  Returns  and  Allowances 

300 

Inventory,  Marrh  31,  1929 

7,200 

Salaries 

2,800 

Rent 

1,200 

Commissions 

400 

Sales  Expenses 

500 

Delivery  Expenses 

340 

Office  Expenses 

450 

Insurance 

200 

Local  pro  pert:/  Taxes 

60 

Supplies 

340 

General  Expenses 

530 

Prepare  Operating  Statement. 


Problem  3 


The  following  is  the  balance  sheet  of  David  Glass  as  shown  by 

his  books  of  July  1,  1927: 


Cash 

merchandise 

Equipment 


(3800.  Accounts  Payable  ,3700. 

6500.  David  Glass -Capital  9000. 

2400.  

12700.  12700. 


After  operating  the  business  for  the  next  two  months,  Mr.  Glass fs 

books  show  the  following: 


. 

. 


. 


. 


. 


. 


. 

. 

, 

' 

. 


. 


' 


356 


Additional  investment 
Cash  on  hand  and  on  deposit 
Accounts  receivable  balance  --  Good 
Equipment 

Depreciation  of  equipment 
Accounts  payable  balance 
merchandise  purchases 
merchandise  purchases  returned 
Notes  payable  to  the  bank 
Sales  of  merchandise 
Lerchandise  sales  returned 
Selling  expenses  for  period 
General  ox  ponses 

"Uncollectible  accounts  receivable 


.2050. 

2000. 

5150. 

2400. 

50. 

4000. 

18250. 

380. 

1000. 

23160. 

495. 

2375. 

2150. 


Insurance  prepaid 
Insurance  expense 


70. 
150 . 

50. 


Inventory  of  merchandise 


7400. 


On  September  1,  1927,  kr.  Glass  enters  Into  an  agreement  pith 
E.  t,..  Golden  thereby  agreeing  to  admit  ^r.  Golden  In  the  business  as 
an  equal  partner  by  investing  £12000.  In  cash.  In  order  to  open  the 
partnership  books  you  are  colled  by  the  partnership  to  prepare: 

1.  Balance  sheet  of  kr.  Glass* s business  just  before  the 
partner  Is  admitted  in  the  business. 

2.  Profit  and  loss  statement  showing  how  much  profit  Mr. 

Glass  made  in  the  two  month  period. 

3.  Balance  sheet  of  the  partnership  at  September  1,  1927. 


Problem  4. 


Johnson  & Co* s operating  items  for  1929  are  listed  below: 


Sales 

Sales  Returns  and  Allowances 
Inventory,  January  1, 

Purchases 

Purchases  Returns  and  Allowances 
Freight  In 

Inventory,  December  31 

Salaries 

Rent 

Delivery  Expenses 

Depreciation  of  Delivery  Equipment 

Supplies 

Storage 

Property  Taxes 
Accounting 

Depreciation  of  Store  Equipment 

Insurance 

General  Expenses 

Telephone  & Telegraph 

Purchases  Discounts 


l:;-,  300. 
1,700. 
20,400. 
105,000. 
1,500. 
250. 
18,800. 
9,300. 
3,200. 


892. 

295. 

250. 

320. 

125. 

150. 

400. 

480. 

820. 

155. 

98. 


' 

* 


. 


. 

. 


. 


. 


. 


. 


. 





iiscollanooua  Income 
Los  3 from  Bad  Accounts 
Interest  Expenses 
Sales  Discounts 

Prepare  an  operating  statement* 


$ 


27 

1,200 

460 

1.50 


Problem  5 


From  the  following  items,  prepare  a summary  of  operation  to 
show  the  profit  or  loss  of  Johnson  & Co.  for  the  year  endod 
December  31,  1930: 


Sales  (159,000 
Sales  Returns  and  Alloivances  2,900 
Inventory,  January  1 18,800 
Purchases  127,500 
Purchases  Returns  and  Allowances  2,300 
Freight  In  2,600 
Inventory,  December  31  18,600 
Salaries  10,500 
Rent  3,600 
Delivery  Expenses  990 
Depreciation  of  Delivery  Equipment  275 
Insurance  590 
Depreciation  of  Store  Equipment  400 
Supplies  300 
Storage  310 
Property  Taxes  160 
Accounting  250 
General  Expenses  610 
Telephone  and  Telegraph  175 
Purchases  Discounts  650 
miscellaneous  Income  20 
Loss  from  Bad  Accounts  5,500 
Interest  Expenses  400 
Sales  Discounts  300 


Additional  requirements: 

1.  Comparative  income  statement.  Use  figures  in 
Problem  4 for  the  comparison* 

2*  Percentage  statement  in  comparative  form* 


CHAPTER  IV 
Problem  1 


J*  Marshall 

Trial  Balance,  June  30,  1926 


' 

. 


. 

» 
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Cash 

Real  Estate 

Reserve  for  Depreciation  cf  Real  Estate 
Merchandise  Inventory,  January  1,  1926 
Equipment 

Reserve  for  Depreciation  of  Equipment 

Accounts  Receivable 

Reserve  for  Bad  Debts 

Accounts  Payable 

Notes  Payable 

Mortgage  Payable 

J.  Marshall  - Capital 

Sales 

Sales  Returns  & Allowances 
Purchases 

Purchases  Returns  & Allowances 
Freight  on  Purchases 
Selling  Expenses 

General  & Administrative  Expenses 

Salaries  and  TJages 

Sales  Discounts 

Bad  Accounts 

Purchases  Dlscbunts 

Interest  paid 


2550. 

25000. 

14500. 

5000. 

15850. 


1500. 

93650. 

1280. 

6320. 

5970. 

7130. 

610. 

890. 

740. 


180990. 


4200. 


1150. 

850. 

11500. 

6000. 

10000. 

20000. 

125500. 


950. 


840* 


180990. 


merchandise  Inventory  at  June  30,  1926  (11570. 
From  the  above  trial  balance  prepare: 


1.  Six  column  work  sheet 

2.  Balance  sheet 

3.  Profit  and  loss  statement 


Problem  2 


J.  Marshall 


Trial  Balance,  December  31,  1926 


Cash 

3000. 

Accounts  Receivable 

16790. 

Reserve  for  Bad  Debts 

900 

merchandise  Inventory,  Juno  30,  1926 

11570. 

Real  Estate 

25000. 

Reserve  for  Depreciation  of  Heal  Estate 

4575 

Equipment 

5200. 

Reserve  for  Depreciation  of  Equipment 

1410 

Accounts  Payable 

12500 

Notes  Payable 

4000 

J . Marshall  - Capital 

25000 

J.  marshall  - Personal 

2770 

Sales 

120050 

Sales  Returns  and  Allowances 

1610. 

Purchases 

96780. 

. : 


•> 


. 

. 

. 


. 

. 

. 

• 

. 

• 

, 

- 

. 
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Purchase  Returns  and  Allowances 

Freight  on  Purchases  1310. 

Selling  Expensos  6430. 

General  and  Administrative  Expenses  ' 5860. 

Salaries  & Wages  7250. 

Sales  Discounts  715. 

Bad  Accounts  875. 

Purchase  Discounts 
mortgage  Payable 

Interest  Paid  720. 


183110. 

merchandise  inventory  at  December  31,  1926  ! 14985. 

Required: 

1.  Six  column  work  sheet 

2.  Balance  sheet 

3.  Profit  and  loss  statement 

4.  Comparative  balance  sheet 

5.  Comparative  profit  and  loss  statement 

Note  — * In  preparing  the  comparative  statements  use  the 
given  In  problem  1. * 


Problem  3 


Lewis  & miller 

Trial  Balance,  December  31,  1926 


Cash  2975. 

Accounts  Receivable  14580. 

Reserve  for  Bad  Debts 
Inventories,  January  1,  1926: 

men*s  Department  11360. 

Women's  Department  13685. 

Unexpired  Insurance  1140. 

Equipment  5600. 

Reserve  for  Depreciation 
Notes  Payable 
Accounts  Payable 
u.  Lewis  - Capital 

M.  Lewis  - Personal  2500. 

R.  E.  Miller  - Capital 

R.  E.  Miller  - Personal  2200. 


Sales : 

Menfs  Department 
Women's  Department 
Sales  Returns  & Allowances: 


men's  Department  2240. 

Women's  Department  2615. 

Purchases : 

ken’s  Department  60150. 

Women's  Department  49390. 


Purchases  Returns  & Allowances : 
Men's  Department 


990. 


915. 

10000. 


183110. 


figures 


1250. 


2300. 

6400. 

17795. 

15000. 

10000. 


67885. 

58930. 


1450 


560. 


Y/omen 1 s Department 

1960. 

Selling  Expenses 

7821. 

General  & Administrative  Expenses 

4200. 

Depreciation 

560. 

Purchases  Discounts 

1285. 

Sales  Discounts 

1874. 

Bad  Debts 

1125. 

Interest  Expenses 

240. 

184255.  184255. 


Inventories,  December  31,  1926: 

ken’s  Department 

$13965. 

Y/omen* s Department 

13950. 

The  above  trial  balance  is  presented  to  you  as  the  accountant 
for  the  company  with  the  request  that  you  prepare: 

1.  Six  column  work  sheet 

2.  Balance  sheet  which  will  show  the  net  worth  of  each  partner. 
5.  Profit  and  loss  statement  which  will  show  the  gross  profit 

for  each  department. 


Problem  4 


In  submitting  the  report  to  Lei7is  & miller  (see  problem  5) 
you  advised  the  firm.  In  effect,  that  although  the  business  Is  produc- 
ing a fair  margin  of  profit,  the  net  operating  profit  for  each 
department,  which  would  be  of  groat  value  to  the  more  efficient 
management  of  the  business,  is  not  known.  Therefore,  your  suggestion, 
to  keep  the  fjrrn’s  books  in  a way  that  will  show  the  operating  profit 
for  each  department,  is  adopted. 

On  June  30,  1927,  after  six  months’  operation  under  the  new 
system,  a complete  trial  balance  is  turned  over  to  you  f or  the 
preparation  of  the  semi-annual  report. 


Tr ia 1 Ba 1 an ce  , June  30 , 1 92  7 


Cash  4310, 

Accounts  Receivable  16800. 

Reserve  for  Bad  Debts 
Inventories,  January  1,  1927: 

ten’s  Department  13965. 

■^omen’s  Department  13950. 

Unexpirea  Insurance  1200. 

Equipment  5600. 


Reserve  for  D^preciat  ion 
Kates  Fay  able 
XU.  Lewis  - Caoital 
M.  Lewis  - personal 
R.  I' . I iller  - Capital 
R.  E . v iller  - personal 
Accounts  Payable 
Sale  s : 

1 en’s  Department 


1475. 


2580. 
5000 . 
15000 . 
83  • 

10000 . 

382. 

14265. 

39835. 


. 

. 


. 

. 


. 

. 


. 


. 


. 


. 


. 
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V omen’s  Department 
Sales  Returns  & Allowances: 

Men’s  Department 
' omen’s  Department 
Pur  cl  a ses : 

Men’s  Department 
' omen’s  Department 
Purchases  Returns  & Allowances: 
Men’s  D e pa r tme nt 
.omen’s  Department 
Selling  "Expenses: 

Men ’ s De  par  tment 
” omen’s  D^par  tmer.t 
General  & Administrative  Expenses: 
f en  * s ;>e  Pa r tment 

V omen  ’ s Depa  rtnien  t 
Pure  ases  Dfc  counts 
Sales  discounts 

Bad  Debts 
Interest  Expenses 


31150. 

1610. 

1900. 

29595. 

21120. 

1135. 

990. 

3150. 

3225. 

1985. 

2130. 

715. 

975. 

830. 

185. 


122610.  122610. 


Inventories,  June  30,  1927: 

Men’s  Depar teen t .10460. 

V,  omen’s  Denartment  11440. 

Your  report  should  include: 

1.  Six  column  statement 

2.  Balance  Sheet 

3.  Profit  & Loss  Statement 

4 • Compare  ti  ve  Bal  an  ce  S he  e t 

Problem  5 

Elk  ’ holesale  Co.  Inc.  — 


Trial  Bailee,  Janu&ry  1,  to  December  31,  1926 


Cash 

4500. 

Petty  Cash 

200. 

Notes  Receivable 

10000. 

Notes  receivable  Discounted 

V 5000 

Accounts  Receivable 

65480. 

Reserve  for  Bad  D<=bts 

2150 

Inventory,  January  1,  1926 

98750 . 

Rent  Receivable 

300. 

Unexpired  Insurance 

2500. 

Office  Supplies  on  Hand,  December  31,  1926 

500. 

Land  & Buildings 

100000. 

Reserve  for  Depreciation  of  Buildings 

12000 

Equipment 

12500. 

Reserve  for  Dupree iati  on  of  Equipment 

4800 

Notes  Payable 

28000 

Accounts  Payable 

39500 

. 


* 


. 

. 
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Mor  tgage  p?iy  at  le 

20000. 

Liberty  Bonds  Owned 

C 5000. 

Common  Stock  Authorized 

100000 . 

Preferred  Stock  Authorized  7 

30000 . 

Surplus 

38860 . 

Sales 

975500. 

Sales  Returns  & Allowances 

4950. 

Purchases 

880550. 

Purchases  Returns  & Allowances 

4100. 

Freight  In 

6980. 

Selling.  Expenses 

18725. 

Freig  t Out 

8950. 

Salaries  & '.  ages 

21500. 

Insurance 

4980. 

Depreciation  of  Buildings 

2500 . 

Depreciation  of  Equipment 

1250. 

General  Expenses 

6995. 

Pure  ases  Discounts 

8870. 

Ren  t Income 

3600. 

Sales  Discounts 

10150. 

Loss  From  Bad  Debts 

1980. 

Interest  Expense 

3140. 

1272380.  1272380. 


Inventory,  December  31,  1926  , 104  900. 

Required: 

1.  Six  Column  Statement 

2.  Profit  and  Loss  Statement 

3.  Balance  Sheet 

4.  per  cent  of: 

(a)  Cost  of  sales  to  3ales 

(b)  Gross  profit  to  sales 

(c)  Selling  expenses  to  sales 

(d)  Sales  discounts  to  sales 

(e)  Net  profit  to  sales 

(f)  Net  profit  to  capital 

CHAPTER  V 

Problem  1 

John  ?£elville  invests  .8,000.  in  a retail 

business  on  October 

1930.  During  the  month,  the  following  transact  ion  s were  completed 

purchased  equipment  for  cash 

; 2,000. 

Purchased  a delivery  truck  for  cash 

700. 

Cash  purchases 

2,500. 

Store  supplies  purchased  for  cash 

300. 

Paid  for  office  supplies 

100. 

Paid  for  one  year  insurance 

250  . 

Advanced  rent  for  October 

200. 

Clerk’s  salaries  fa*  the  month 

450. 

Delivery  expenses  paid 

140. 

Cash  sales 

2,100. 

. 

* 


. 
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. 


. 


363. 


Purcnased  merchandise  for  cash  . 2,400. 

Paid  for  general  expenses  200. 

Sold  merchandise  for  cash  1,450. 

From  the  above  transactions,  you  are  requested  to  prepare 
ledger  accounts,  and  trial  balance  at  October  31,  1930. 

Allow  10  lines  for  cash  and  5 lines  for  each  of  the  other 

accounts  • 


Problem  2 


T e business  transactions  of  L.  Martin  for  October  1930  were 
summarized  weekly  as  follows: 


Hr.  Martin  invested  - 
Cash 

Merch and ise 


October  7 


paid  for  store  equipment 
Paid  for  merchandise 
Purchased  supplies  for  cash 
Paid  salaries 
Geheral  expenses 
Goods  sold  for  cash 


c 3 ,000 . 
4,000. 


2,000. 

1,200. 

250. 

90. 

50. 

850. 


October  15 


Cash  purchases  400. 
Cash  sales  910. 
Paid  for  insurance  150. 
Salaries  100. 

October  22 

Cash  sales  950. 
Paid  rent  for  October  150. 
Salaries  105. 
Delivery  expenses  20. 
General  expenses  96. 

October  50 

Cash  purchases  1,100. 
Sold  for  cash  1,200. 
Paid  salaries  105. 
Delivery  expense  paid  25. 
General  expenses  45. 


Required: 


1.  Ledger  accounts  (6  lines  per  account) 

2.  Trial  balance. 


. 


. 


. • 

. 

. 


. 

. 


. 


■ 
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Problem  3 

J.  Bartham  and  B.  Cromwell  en ter  Into  an  agreement  whereby 
they  agree  to  engage  in  the  dry  goods  business  by  investing 
C 10,000  each  in  cash.  The  business  was  organized  on  April  1,  1927 
and  on  the  same  day  operations  were  begun.  Thiring  the  month  the 
following  transactions  were  recorded: 


Merchandise  purchased  for  cash 

; 5,600. 

Purchases  of  merchandise  on  account  from: 

Ross  and  Little 

3,500. 

N.  E.  Dry  Goods  Co. 

2,800. 

Goodridge  & Co. 

4,600. 

Equipment  paid  by  check 

3,000. 

Sales  of  merchandise: 

Cash  Seles 

8,100. 

On  account  from: 

C . Tracey 

2,000. 

R.  Conway 

1,800. 

B.  Buerque  & Son 

4,800. 

Mock  & Company 

2,150. 

Cash  collected  from  customers: 

C.  Tracey 

1,000. 

R.  Conway 

1,800. 

B.  Buerque  & Son 

1,800. 

Cash  paid: 

Ross  & Little 

3,000. 

K.  F.  Dry  Goods  Co. 

1,800. 

Goodridge  & Co. 

3,500. 

For  expenses: 

Selling 

3,500. 

General  & Administrative 

985. 

The  merchandise  on  hand  at  April  150,  1927 

is  . 5,200. 

From  the  above  information  you  are  required  to  open  ledger 
accounts  by  allowing  four  lire s for  each  account  except  the  cash 
account  w ich  requires  ten  lines;  record  the  transactions  in  the 
proper  accounts;  prepare  the  trial  balance  in  order  to  prove  t \e 
accuracy  of  your  work;  prepare  the  jrrofit  and  loss  statement;  and 
to  prepare  trie  balance  sheet  at  April  30,  1927. 

Problem  4 

John  Reed,  having  had  extensive  experience  in  the  meat  business 
opens  a meat  market  in  Boston  and  on  June  1,  1927,  deposits  in  the 
First  National  Bank  of  Boston  . 5,000.  as  his  inves traent . The 
business  transactions  for  June  have  been  summarized  as  follows: 


Purchases : 


■ cash 

• 6,500 

account : 

Armour  & Co. 

1,000 

Swift  & Co. 

1,400 

Eastern  Beef  Co* 

1,500 

American  Beef  Co. 

2,200 

Sales  : 


. 


. 


■ 
. 
. 


. 


. 

• 

. 


, 

. 


. 


. 
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For  cash  v 9,100. 

On  account: 

U.  S.  Lunch  Co*  1,200. 

University  Lunch  560. 

Hotel  Lenox  680. 

Cafe  De  Paris  1,150. 

Cash  paid: 

Equipment  4,000. 

Armour  & Co.  800. 

Swift  & Co.  1,400. 

Eastern  Beef  Co.  1,000. 

American  Beef  Co.  1,500. 

Salaries  650. 

Genera 1 Expe  ns  es  900 . 

Cash  received: 

John  R©ed  borrowed  . 2 ,000  on  bis  60 
day  note  from  the  bank 

U.  S.  Lunch  Co.  800. 

University  Lunch  Co.  400. 

Hotel  Lenox  500. 

Cafe  De  Paris  650. 


From  the  above  information,  tte  following  is  required: 

1.  Ledger  accounts  and  a record  of  all  transactions. 

2.  Trial  balance  at  June  50,  1927. 

3.  profit  and  Loss  statement. 

4.  Balance  sheet. 

Hote  — The  merchandise  on  hand  at  June  50,  1927  is  1,750. 
Allow  5 lines  for  each  account  except  cash  account,  10  lines. 

Problem  5 

Andrew  Jackson  and  George  Billings  engage  in  the  retail  shoe 
business  on  March  1,  1927  by  each  investing  1 6,000.  The  business 
desires  to  keep  two  departments;  one  fer  men  and  the  other  for 
women  so  that  the  trading  or  gross  prof  it  may  be  determined  for 
each  department.  The  transactions  have  been  summarized  into 
weekly  summaries  as  follows: 


March  5 


purchases : 

?.'•  Burt  & Co. 

A.  E . Little  & Co. 
Sales : 

Cash  sales 
Cash  Payments 

. Burt  & Co. 
Equipment 
Expenses 


Purchases : 
For  cash 


hen’s  Shoes 
T 2,500. 
1,800. 
Men’s  Shoes 
2,150. 


7 omen’s  Shoes 
f 2,000. 
2,100. 

omen’s  Shoes 
2,400. 


. 2,000. 

5,000. 

750. 

March  12 

Men’s  Shoes  » omen’s  Shoes 
,1,000.  v 1,250. 


■ 


- 








Sales : 

Cash  sales 
Cash  payments: 

• • Eti^1 1 Sc  C o • 

A • T‘. • Little  Sc  Co* 
Expenses 


Purchases  : 

V . Burt  & Co* 
Sales : 

Cash  Sales 
Cash  payments : 

' . Burt  & Co. 

A*  E • Little  Co* 
Expenses 


Men’s  Shoes 
■ 1,750. 


omen ’ 8 Shoes 

2,100. 


i 2,000. 
3,000. 
705. 

ft arch  19 


T omen’s  Shoes 
v 1,650. 

V; omen’s  Shoes 

2,160. 


v 1,500. 
900. 
875. 


March  26 


Purchases : 

For  cash 

A.  1 . Little  Sc  Go. 

Sales : 

Cash  sa les 
Cash  payments : 

^ . Bur  t Sc  Co. 

A.  E.  Little  & Co. 
Expenses 

Inventory  at  March  31,  1927: 
Men’s  shoes 
” omen  * s sh  oe  s 


MenWs  Shoes 
£ 850. 

1,980. 
Men’s  Shoes 
£ 1,350. 


'omen’s  Shoes 
: 1,050. 
2,100. 

' omen’s  Shoes 
1,780. 


1,500. 

1,000. 

815. 


4,200. 

3,850. 


In  opening  the  ledger  accounts  allow;  15  lines  for  Cash,  10  lines 
for  Purchases  and  Sales,  and  5 lines  each  for*  the  other  accounts. 


Required: 

1.  Ledger  accounts 

2.  Trial  balance 

3.  Profit  and  loss  statement 

4.  Balance  sheet 

CHAPTER  VI 

Problem  1 

On  February  15,  1928  J.  R.  Georges  invests  :H  5,000  in  the 
retail  grocery  business  • The  transactions,  w ich  should  be  re- 
corded in  the  journal  and  ledger,  far  the  remainder  of  the  month 

are  as  shown  below. 

February  15 

Paid  rent  of  store  for  one-half  month  to  February  28,  : i25. 
Paid  for  the  store  furniture  and  fixtures  cl, 2 50. 

Purchased  a truck  for  the  delivery  of  goods  Sl640. 
purchased  merchandise  for  cash  1,500. 
purchased  on  account  from  H.  Ball  Sc  Co.  ; 600. 


. 


. 


. 


. 


. 


. . 


* 


- 
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February  19 


Sold  merchandise  for  cash  450# 

Sold  Murphy 1 s Lumfch,  on  account  75. 

February  21 


Paid  expenses  fcr  the  preceding  week  .,120. 
Cash  sales  far  the  day  ^.295. 

Sold  on  account  to  A.  Burke  95. 

Gave  check  to  H.  Ball  & Co.  for  v500. 

February  25 


Cash  Sales  . 445. 

Purchased  on  account  from  H.  Ball  & Co.  480. 
purchased  on  account  from  R.  Teel  & Co.  £500. 

February  26 


Sold  goods  for*  cash  £ 365. 

JPur closed  goods  for  cash  0140. 

Received  from  Murphy»s  Lunch  on  account  ; 50. 

February  28 

Fa  id  to  V:  • Teel  & Co.  on  account  200. 

Sales  made  for  cash  240. 

Sold  on  account  to  T.  Clrio  160. 

Paid  expenses  for  the  week  „125. 

From  the  above  information  the  following  is  required: 

1.  Journal  entries 

2.  Ledger  Accounts 

3.  Trial  balance 

Ilote  — Allow  10  lines  each  for  the  cash,  purchases  and  sales 
accounts  and  5 lines  for  each  of  the  remaining  accounts. 

Problem  2 

Joseph  Jackson  begins,  on  June  1,  1927,  business  by  investing 
the  following: 


Cash  £3,000. 

Merchandise  2,000. 

The  transactions  for  the  month  are: 

June  2 

Purchased  lumber  for  the  construction  of  shelves  etc.  in  the 
store  300. 

Merchandise  purchased  for  cash  ..  1,000. 

Store  furniture  and  fixtures  purchased  on  account  from  J. 
Buckley  ,600. 


■ 


_ 

. 


' 

• • 


June  4 


Paid  rent  of  store  for  the  month  in  advance  T4OO. 
Sold  merchandise  for  cash  475* 

Paid  salaries  for  the  week  to  June  4,  . 70. 

General  expenses  paid  to  date  C80. 

June  6 


Bought  store  supplies  for  cash  125. 

Cash  sales  for  the  day  , 275. 

Bought  of  James  Daily  Co.  on  account  goods  far  350. 

June  8 


Sold  to  D.  Franks  goods  on  account  .'280. 
Sold  on  account  to  Gecrge  I, .archant  85. 
Merchandise  sales  for  cash  -160. 

June  11 


Paid  Frank  Dooly  for  the  construction  of  shelves  etc.  in  the 
store  . 200. 

The  weekly  payroll  amounts  to  ,130  and  is  paid  on  Saturday 
of  each  week 

Paid  expense  bills  for  the  week  s 105. 

Paid  for  fire  insurance  for  one  year  £110. 

Cash  sales  for  trie  day  £650. 

June  14 


Merchandise  purchased  for  cash  £750. 

Paid  J.  Buckley  on  account  400. 

Sold  to  Donald  Critchett  on  account  goods  for  Cl^O. 
Merchandise  sold  for  cash  243. 

June  18 


Paid  salaries  for  the  week  (See  June  11) 
Paid  expense  bills  far  the  week  82. 

The  cash  sales  for  the  day  have  been  .495. 

June  20 


The  proprietor  took  merchandise  for  personal  use  at  cost 
price  .65.  This  transaction  does  not  constitute  a sale,  therefore 
it  should  not  be  entered  in  the  sales  account  but  it  shoild  be 
charged  to  the  capital  account  and  credited  to  the  purchases. 

Purchased  of  P.  Tracey  & Co.  on  account  goods  for  £540. 

Merchandise  sales  for  the  day  ; 348. 

June  23 


Received  from  D#  Franks  on  account  • 150. 
Paid  to  James  Daily  Co.  on  account  ;200. 


. 


I 

* 


■ 
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* 
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* 
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June  25 


Check  drawn  for  the  weekly  payroll. 

Paid  expenses  for  the  week  by  check  .72, 
Cash  sales  for  the  day  v513. 

June  28 


Purchased  merchandise  on  account  from  James  Daily  Co,  C.460. 
Issued  check  to  P,  Tj»acey  & Co.  on  account  for  (sOO, 

June  30 

Received  in  full  payment  £85  from  George  Merchant. 

Paid  J.  Buckley  in  full  to  date. 

Issued  check  to  James  Daily  & Co,  in  pay  mm  t of  old 
balance  far  150, 

Sold  on  account  to  G©orge  Bar chant  goods,  ^116. 

Record  the  above  transactions  in  the  journal  and  ledger  and 
take  a trial  balance  at  June  30,  1927. 

Note  — Allow  20  lines  for  the  cash  account,  10  lines  for 
the  purchases  account,  15  lines  for  the  sales  account,  and  5 
lines  for  each  of  the  other  accounts. 

PBoblem  3 

M,  Roberts,  on  January  1,  1927,  engaged  in  the  radio  business 
on  Massachusetts  Avenue,  Cambridge,  Mass.,  by  investing  5,000  in 
cash.  His  account  books  consist  of  a journal  and  a ledger.  The 
transactions  for  January  are  as  follows: 

January  1 

M.  Robert* s investment  ,5,000  as  above. 

January  2 

Paid,  in  advance,  rent  of  store  for  January  ; 300. 

Purchased  goods  for  cash  £2,500* 

Purchased  goods  on  account  from  L.  Mills  £800. 

J an  uar  y 5 

Sold  merchandise  for  cash  £250. 

Sold  merchandise  to  N.  Carbone  on  account  £275. 

Purchased  goods  from  American  Radio  Co.  on  account  965. 

Paid  for  store  equipment  purchased  January  1,  1 1800. 

Paid  for  store  fixtures  (200. 

January  8 

Cash  sales  for  the  day  540. 

paid  salaries  for  week  ending  January  8 t 125. 

Paid  general  expenses  for  the  week  £75. 


r 


- 


. 
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January  10 

Purchased  on  account  from  New  Radio  Co.  ^385. 
Sold  John  Marvin  on  account  350. 

Cash  sales  for  the  day  285. 

January  12 

Paid  L.  Mills  on  account  500. 

Collected  from  N.  Carbone  on  account  75. 

January  15 

Paid  salaries  for  the  week  125. 

Paid  general  expenses  for  the  week  ! 60. 

Cash  sales  for  the  day  £398. 

January  17 

Cash  sales  for  the  day  ; 210. 

January  19 

Paid  on  account  to  American  Radio  Co.  £400. 
Collected  from  John  Marvin  on  account  (50. 

January  22 


Paid  salaries  fas*  the  week  (125. 

Paid  for  general  expenses  for  the  week  45. 
Cash  sales  (486. 


January  29 

Purchased  on  account  from  L.  Mills  (680. 
Paid  L.  Mills  balance  of  old  account  300. 
Paid  Salaries  for  the  week  125. 

Paid  general  expenses  (55. 

January  31 


Cash  sales  i250. 

Purchased  for  cash  (455. 

Merchandise  on  hand  at  January  31,  1927,  ; 3850. 

In  opening  ledger  account,  allow  10  lines  each  for  Cesh, 
Purchases,  and  Sales  and  5 lines  each  for  the  remaining  accounts. 

Required : 

1.  Journal  entries 

2.  Ledger  accounts 

3.  Trial  balance 

4.  Profit  and  loss  statement 

5.  Balance  sheet 

Rote  --  Open  three  expense  accounts. 


. 


. 

. 
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Problem  4 


Eugene  Derby  engages  in  a certain  business  on  May  2,  1927  by 
investing  the  following: 

Cash  on  deposit  £2,000. 

Merchandise  on  hand  5,000. 

Delivery  truck  valued  at  1,500. 

The  proprietor  asks  you  to  run  a set  of  books  for  him  con- 
sisting of  the  journal,  ledger,  and  a check  book.  He  instructs 
you  that  all  payments  are  to  be  made  by  check  and  all  receipts 
deposited  daily. 

The  following  ledger  accounts  should  be  opened: 

Cash 

T.  Marcy  & Sons 
M.  Bruce 
R.  Georges 
Merchandise  on  Hand 
Delivery  Equipment 
Store  Equipment 
liotes  payable 
A.  Ellison 
Pond  & Ellis 
J.  Johnson  & Co. 

Eugene  D©rby  - Capital 

Purchases 

Sales 

Selling  Expenses 
Delivery  Expenses 
General  Expenses 
Purchases  Dis  counts 
Bank  Discounts 

The  business  transactions  are  entered  on  the  books  at  the  end 
of  each  week  as  shown  by  the  weekly  summaries  as  follows: 

May  7 


Cash  purchases  for  the  week  500. 

Purchases  on  account  subject  to  2rJ  discount  if  paid  within 
10  days. 


A.  Ellison  £ 2400 • 

Pond  & Ellis  1850. 

Sales  for  the  week  ending  May  7: 

Cash  sales  £1250. 

T.  Marcy  & Sons  850. 

M.  Bruce  580. 

R.  Georges  360. 


Cash  payments: 


. 


. 


. 


• . 

. 


. • 


. 
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Selling  expenses 

£100. 

Delivery  expenses 

75. 

General  expenses 

80. 

Store  equipment 

May  14 

1500. 

Cash 

Received  from: 

. 

T.  Marcy  & Sons  on  account 

300. 

Cash  Sales 

1510. 

Cash 

payments : 

A.  Ellison 

. 2400  less  2%  discount. 

Pond  & Ellis 

1850  less  2%  discount. 

Selling  expanses 

110 

Delivery  expenses 

97 

General  expenses 

90 

Purchases  for  the  week: 

Cash  purchases 

£240. 

J.  Johnson  & Co. 

2150. 

A.  Ellison 

1550. 

Goods  sold  on  account  during  the  week 

R.  Georges 

£500. 

T.  Marcy  & Sons 

650. 

May  21 

The 

proprietor  discounted 

his  60  day  note  to  the  bank  for  N 3960 

The 

face 

of  the  note  is  ^4000. 

e difference  between  the  face  of 

the 

note 

and  the  amount  received  represents 

the  bank  discount  or 

prepaid  interest  charged  by  the  bank  for  use 

of  the  money  advanced. 

Cash 

received  fer  the  week: 

Cash  sales 

f 655. 

T.  Marcy  & Sons 

550. 

R*  Georges 

360. 

Cash 

disbursed  during  the 

week: 

Delivery  expenses 

. 105. 

General  expenses 

75. 

Selling  expenses 

120. 

J.  Johnson  & Co. 

2150. 

less  2%  discount 

Purchases : 

Pond  & Ellis 

3100. 

A.  Ellison 

1150. 

J.  Johnson  & Co. 

1300. 

. 


. 


. 


‘ 


Seles  on  account: 


373 


M.  Bruce 
R.  Georges 
T.  Mercy  & Sons 


1150. 

350. 

1000. 


ay  28 


Cash  receipts  for  the  week: 


M.  Bruce 
T.  Mercy  & Sons 
R.  Georges 


580. 

650. 

500. 


Cash  disbursements: 


pond  & Ellis 
Selling  expenses 
Delivery  expenses 
General  expenses 

Sales  for  the  week: 


3100.  less  2 discount 
108. 

94. 

103. 


Cash  sales  ; 1,350. 
M.  Bruce  1,380. 
T.  Marcy  & Sons  1,850. 

May  31 


Cash  receipts  to  May  31: 


Cash  sales 

f' 440 

T.  Marcy  & Sons 

850 

H.  Bruce 

530 

R.  Georges 

500 

Cash  payments  to  May  31: 

A.  Ellison 

700 

Pond  & Ellis 

600 

Selling  expenses 

65 

Delivery  expenses 

70 

General  expenses 

90 

An  appraisal  shof/s  that  the  delivery  equipment  is  worth,  at 
May  31,  1927,  (1,450.  The  difference  of  , 50.  is  to  be  charged  to 
delivery  expenses.  The  store  equipment  has  depreciated  ; 15.  which 
is  to  be  charged  to  general  expenses.  In  both  of  tl>e  above  cases 
the  respective  equipment  accounts  are  credited  far  the  depreciation. 

The  merchandise  inventory  at  May  31  is  (7,580. 

Required  work: 


1.  Journal  entries 

2.  Ledger  accounts 

3.  Trial  balance 

4.  Balance  sheet 

5.  Profit  and  loss  statement 


* 


, 


. 


. 

* 

. • J i C*  A 


■■ 


V 
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Problem  5 


Before  beginning  operation  on  March  1,  1927,  the  financial 
condition  of  George  Shaffer  is  as  follows: 


Cash 

v 1500. 

Acc  ounts  payab le : 

Accounts  Receivable: 

E.  Scott  & Co. 

2600. 

B.  Perle 

450. 

Depreciation  Reserve 

400. 

C.  Cushing 

550. 

Geo.  Shaffer -Capital 

11000. 

Notes  Receivable 

2000. 

Inventory 

7500. 

Equipment 

2000. 

14000. 

14000. 

The  transactions  for  the  month  are  presented  in  summarized 

form  as  follows: 

March  5 


Cash  received  from: 


B.  Perle 

c 450.  less  2 disc ount 

C.  Cushing 

550.  " " " 

Cash  Sales 

895. 

Cash  payments 

Selling  expenses 
General  & administrative 

(240. 

expenses 

160. 

Purchased  on  account  from: 

E.  Scott  & Co. 

(1450. 

W.  Spence  & Co. 

700. 

Sold  on  account  to: 

B.  Perle 

(685. 

C.  Cushing 

1840. 

Issue  15  day  note  to  E.  Scott  & Co.  in  payment  of  balance  of 
March  1. 


March  12 


Cash  received  from: 

Notes  Receivable 
Cash  sales 

Cash  payments: 

Tv • Scott  & Co. 

Selling  expenses 
General  & administrative 
expenses 


, 1000. 
1350. 


v 1450.  less  2 discount 
215. 


172 


. 


. 


. 

" 

. ' 


' 
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purchased  on  account  from: 


E.  Scott  & Co.  £2800. 

W.  Spence  & Co.  1000. 

Sales  made  on  account: 

B.  Perle  500. 

C.  Cushing  780. 


Received  a 10  day  note  from  B.  Perle  for  .,685. 


March  19 


Cash  received  from: 

Cash  sales  £1750. 

Notes  Receivable  500. 


Cash  disbursements: 


Note  of  March  4 to  E.  Scott  & Co. 
Tr  . Spence  & Co. 

Selling  expenses 

General  & administrative  expenses 


2600. 

700. 

180. 

95. 


less  1 % disc. 


Sales  on  account: 


B.  Perle 


850. 


Pur chased  on  account: 


V. . Spence  & Co. 


1300. 


March  26 


Cash  received  from: 


Notes  Receivable 

B.  Perle 

C.  Cushing 

Cash  payments: 

E.  Scott  & Co. 

V . Spence  & Co. 

Selling  expenses 
General  & administrative 

Purchases  on  account: 


685. 

500.  less  2%  disc. 
1840.  " " " 


C2800.  less  1,’  disc. 
1000.  * 2%  disc. 

210. 

expenses  105. 


E.  Scott  & Co.  £1975. 

W.  Spence  & Co.  860. 


Sales : 


Cash  sales 

B.  Perle 

C.  Cushing 


1250. 

970. 

640. 


. 


. 


. 

. 


. 

. 


, 

. 


. 


' I 

. 


. 


. 


. 

. 

■ 

. 


B.  Perle  returned  goods  which  were  defective  amounting  to 
150.  These  goods  which  were  purchased  from  E#  Scott  & Co.  at  a 
cost  of  ; 120.  have  been  returned  to  them. 


C.  Cushing  returned  ,390.  worth  of  goods  which  w ere  not  of 
standard  quality.  £e  return  this  lot  of  goods  to  v. . Spence  & Co. 
The  goods  cost  us  C 300 . 

The  equipment  has  depreciated  ; 20.  for  the  month  of  March. 
Wake  journal  entry  for  it  by  debiting  selling  expenses  and  credit- 
ing depreciation  reserve  for  the  f20. 

The  merchandise  inventory  at  March  31,  1927  is  <;  6580. 

From  the  above  information  — 


1.  Make  journal  entries 

2.  Open  ledger  accounts  - Allot/:  15  lines  each  for  cash 
sales  and  purchases,  10  lines  for  each  customer  and 
creditor,  5 lines  for  each  of  the  remaining  accounts 

3.  post  the  journal  entries 

4.  Prepare  the  trial  balance 

5.  Prepare  financial  and  operating  statements. 


The  assets  and  liabilities  of  the  Elite  Furniture  Co.  on 
January  1,  1927  are  as  follows: 


March  31 


Issued  a 30  day  note  for  ( 1000  to  E.  Scott  & Co. 

The  proprietor  withdrew  £ 300  for  personal  use. 

Note  --  Open  a personal  account  with  the  proprietor. 

Cash  received  from: 


Cash  sales 
B.  Perle 


. 985 . 

700.  less  lh  disc 


Cash  payments : 


Selling  expenses 

General  & administrative  expenses 
V;.  Spence  & Co. 


165. 

200. 

800. 


Sales  made  on  account: 


B.  Perle 


1250. 


Problem  6 


Cash 


. 1500 


Accounts  Receivable: 
A . Bond 
H.  Canfield 
C . Pope 

Chandler  & Co. 


2670 


. 

. 


' 


. 


. 

. 


. 

. 


. 

. 


. 
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Notes  Receivable 
Inventory 
Real  Estate 
Equipment 
Notes  Payable 
Accounts  payable: 


? 5000. 
27580. 
27000. 
3000. 
8000. 


Paine  fr  Co. 
Stone  Bros  . 


2340. 

4250. 


Merrill  & Sons 
Capital  Stock 
Surplus 


3100.  9690. 


45000. 

4060. 


Transactions  for  January: 

January  3 

Cash  sales  for  the  day  - 450. 

paid  i 1000.  note  due  today  with  60  days  interest. 

Received  on  account  from  A.  Bond  : 200. 

January  5 

Cash  sales  for  the  day  i 381. 

January  8 

Issued  checks  to  Paine  & Co.  for  amount  due  less  1%  discount, 
and  to  Stone  Bros,  in  full  payment  to  date  less  2^  discount. 

Merchandise  sold  for  cash  ,1843. 

January  10 

Discounted  our  90  day  note  for  ;■  5500. 

January  13 

Purchased  goods  on  account  from: 


H.  Canfield  returned  merchandise  worth  ; 75.  and  sent  check 
less  2 discount  for  the  balance  of  the  account. 

Received  check  for  .2000.  note  due  today  and  90  days  interest 

at  6%, 


Paine  & Co. 
Stone  Bros . 


• 1870. 
1385. 


January  15 


Paid  salaries  i 380.  and  general  expenses  ,230.  to  date. 
Merchandise  sales: 


Cash  sales 
A.  Bond  on  account 
Chandler  & Co.  on  account 


985. 

832. 

1843. 


. 

. 

• 4 

' 


. 


■ 


. 


. 


. 
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January  17 

Issued  check  in  payment  of  £ 1500.  note  and  45  days  interest 

at  6%m 

Gave  check  to  Merrill  & Son  in  full  less  3 discount. 

Cash  sales  for  the  day  549. 

January  22 

Received  check  from  C.  Pope  for  balance  of  January  1 less 
2%  discount. 

Returned  goods  to  Stone  Bros,  amounting  to  .;250. 

Goods  sold  for  cash  i 582. 


January  27 


Sold  goods  on  account  to: 

H.  Canfield  £838. 

C.  Pope  1010. 

Cash  sales  387. 

January  29 

paid  salaries  to  date  £395. 

Issued  check  in  payment  of  note  due  today  for  £2500. 
Paine  & Co.  allowed  us  >150.  for  defective  merchandise. 
Cash  sales  C 241. 


January  31 

Paid  expense  bills  to  date  £548. 

Gave  check  to  Paine  & Co.  for  v1000  on  account. 

Purchased  from  Merrill  &•  Sons  on  account  goods  for  >2150. 
Paid  check  for  freight  on  goods  purchased  v250. 

A desk  which  co3t  75.  has  been  transferred  from  the  sales 
room  to  the  office  for  permanent  office  use. 

Required: 

1.  Journal 

2 . Ledger 

3.  Trial  balance 

Allow  15  lines  each  for  Cash  and  Sales  and  5 lines  for  each 
of  the  other  accounts. 

CHAPTER  VII 

Problem  1 

The  real  accounts  of  P.  H.  Clapp  on  December  31,  1928  are 

as  follows: 
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Cash 

3,800. 

Notes  Receivable 

7,500. 

Notes  Receivable  Discounted 

4,000. 

Accounts  Receivable 

38,600. 

Reserve  for  Bad  Accounts 

3,200. 

Inventory 

41,300. 

Store  Equipment 

8,400. 

Store  Equipment  Depreciation  Reserve 

2,100. 

Office  Equipment 

1,800. 

Office  Equipment  Depreciation  Reserve 

750. 

Unexpired  Insurance 

860. 

Prepaid  Interest 

150. 

Store  Supplies 

380. 

Office  Supplies 

200. 

Notes  Payable 

12,000. 

Accounts  payable 

37,600. 

Salaries  and  Wages  Accrued 

450. 

Interest  Payable  Accrued 

50. 

Two-Year  Note  Payable 

5,000. 

P.  II.  Clapp-Capital  (January  1,  1928) 

30,000. 

Prepare  a balance  sheet  fcr  Mr.  Clapp 

and  determine 

it  or  loss  for  the  year* 

Problem  2 

The  books  of  R.  Faulkner  show  the  following  balance 

mts  on  September  30,  1929. 

Cash 

15,100. 

Petty  Cash 

200. 

Notes  Receivable  - Trade 

10,000. 

Notes  Receivable  - Sundries 

3,500. 

Accounts  Receivable 

41,200. 

Reserve  for  Bad  Debts 

3,800. 

Inventory  (Market  value  fs-45,000)  July 

1,»29 48,000. 

Accrued  Assets 

2,100. 

Land 

8,000. 

Building 

28,000. 

Building  Depreciation  Reserve 

7,500. 

Store  Equipment 

8,000. 

Store  Equipment  Depreciation  Reserve 

2,500. 

Office  Equipment 

1,400. 

Office  Equipment  Depreciation  Reserve 

500. 

Unexpired  Insurance 

1,200. 

Supplies  Inventory 

500. 

Prepa Id  In t ere  s t 

150. 

Notes  Payable  - Bank 

25,000. 

Notes  payable  - Trade 

10,000. 

Accounts  Payable 

37,500. 

Accrued  Liabilities 

2,350. 

Mortgage  Payable 

10,000. 

R.  Faulkner  - Capital 

50,000. 

R.  Faulkner  - Personal  (Debit) 

6,000. 

Required: 

Balance  sheet  which  will  show  the  profit  or  loss  for  the 
three  months* 


. 

. 


Problem  3 


The  books  of  Bailey  and  baillen,  partners,  show  the  follow- 
ing balance  sheet  accounts  at  December  31,  1930: 


Cash 

C 2,500. 

Accounts  Receivable 

21,400. 

Rcsorve  for  bad  Debts 

2,200. 

Loans  Receivable 

5,000. 

merchandise  Inventory,  July  1,  1930 

15,000. 

Land 

5,000. 

Buildings 

18,000. 

building  Depreciation  Reservo 

3,000. 

Equipment 

4,000. 

Equipment  Depreciation  Reserve 

1,500. 

Accrued  Assets 

250. 

Deferred  Assets 

650. 

Notes  Payable 

10,000. 

Accounts  Payable 

18,300. 

Accrued  Liabilities 

550. 

Deferred  Liabilities 

200. 

F.  Bailey  - Capital 

20,000. 

J.  Baillen  - Capital 

12,000. 

Prepare  a balance  sheet  which  will  set  forth  correctly  the 
interest  of  each  partner. 

Problem  4 

Ross  brothers  submit  the  following  information  with  the 
request  that  you  prepare  a balance  sheet  which  will  show  correctly 
the  interest  of  each  partner  at  June  30,  1929, 


Cash  (4,150, 
Notes  Receivable  5,500, 
Notes  Receivable  Discounted  5,000. 
Accounts  Receivable  31,150. 
Reserve  for  Bad  Debts  3,200, 
Inventory  24 , 500 . 
Store  Equipment  5,400. 
Store  Equipment  Depreciation  Reserve  1,400. 
Office  Equipment  1,800, 
Office  Equipment  Depreciation  Reserve  800, 
Delivery  Equipment  1,750. 
Delivery  Equipment  Depreciation  Reserve  1,100. 
Prepaid  Rent  250. 
Unexpired  Insurance  760. 
Supplies  Inventory  340. 
Good  Will  5,000. 
Improvements  to  Leased  building  4,000. 
Uotes  Payable  8,000. 
Accounts  Payable  17,800. 
Accrued  Liabilities  1,350. 
L.  Ross  - Capital  20,000. 
L.  Ross  - Personal  (credit)  2,000. 
i.  Ross  - Capital  20,000. 
L.  Ross  - Personal  (debit)  2,500, 
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CHAPTER  VIII 


Problem  1 


C.  Andrews  su Traits  to  you  a six  months  summary  of  his  business 
with  tho  request  that  you  propare  a statement  which  will  show  the 
not  profit  or  loss  for  the  period# 


Sales 

( 165,400. 

Sales  Returns  and  Allowances 

2,200. 

Sales  Discounts 

7,400. 

Inventory,  January  1,  1930 

21,300. 

Purchasos 

lo2 , ri  00. 

Purchases  Returns  and  Allowances 

2,900. 

Freight  In 

1,800. 

Receiving  Expenses 

1,750. 

Duties  on  Imported  Goods 

950. 

Inventory,  June  30,  1930 

30,100. 

Selling  Expenses : 

Salaries 

6,200. 

Commissions 

2,150. 

Salesmen* s Expenses 

1,950. 

Supplies 

500. 

miscellaneous  Expenses 

1,250. 

Shi pping  Expense s : 

Salaries 

2,500. 

Delivery  Expenses 

1,150. 

Depreciation  of  Delivery  Equipment 

350. 

Repairs 

110. 

^dscollaneous  Expenses 

150. 

General  Expenses: 

Salaries 

4,000. 

Rent 

3,600. 

Depreciation  of  ISquipment 

650. 

Office  Expenses 

1,150. 

Liscellaneous  Expenses 

450. 

Purchases  Discounts 

1,340. 

Interest  Income 

125. 

Dividends  from  Stocks  Owned 

765. 

Interest  Expenses 

600. 

Loss  from  Bad  Debts 

2,950. 

Loss  from  Sales  of  Stocks  Owned 

3,200. 

Problom  2 

The  following  facts  have  been  summarized  from 

the  books  of 

i & killer  Co. 

Commissions 

1,250. 

Delivery  Expenses 

650. 

Depreciation  of  Store  Equipment 

450. 

Freight  In 

1,780. 

Freight  Out 

890. 

Inventory,  January  1,  1930 

14,500. 

Inventory,  December  1,  1930 

12,100. 

Insurance 

810. 

Interest  Expenses 

380. 
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Interest  Income 

Loss  from  lad  Accounts 

Purchases 

Purchases  Returns 

Purchases  Allowances 

Receiving  Expenses 

Rent 

Sales 

Sales  Returns 
Sales  Allowances 
Salaries 
Supplies 
Sundry  Expenses 

Prepare  an  income  statement 
or  loss  of  the  firm* 


C 50. 

3,360. 

98,750. 

1,460. 

380. 

1,510. 

2,900. 

115,200. 

3,940. 

2,750. 

7,810. 

560. 

890. 

in  order  to  determine  the  profit 


Problem  3 


Prepare  a profit  and  loss  statement  for  Alberti  Importing  Co. 
from  the  following  information. 


Sales  - Domestic  Goods 

145,150 

Sales  - Imported  Goods 

175,600 

Sales  .etums  and  Allowance s-Dome Stic 

Goods 

3,150 

Sales  Returns  and  Allowances -Imported 

Goods 

2,410 

Freight  in  - Domestic  Goods 

1,150 

Freight  in  - Imported  Goods 

1,360 

Duties 

15,840 

Inventory-Domestic  Goods,  January  1, 

1929 

12,400 

Inventory- Imported  Goods,  January  1, 

1929 

18,500 

Inventory-Domestic  Goods,  December  31 

, 1929 

13,800 

Inventory- Hi  ported  Goods,  December  31 

, 1929 

14,600 

Purchases  - Domestic  Goods 

124,100 

Purchases  - Imported  Goods 

131,300 

Purchases  Returns  and  Allowance s-Done Stic  Goods  1,210 

Purchases  Allowances  - Imported  Goods 
Selling  Expenses : 

3,680 

Salaries 

11,700 

Commissions 

6,800 

Traveling  Expenses 

3,850 

Sundry  Sales  Expenses 

1,960 

General  and  Administrative  Expenses : 

Salaries 

8,500 

Rent 

8,400 

Depreciation 

1,200 

Office  Expenses 
General  Expenses 

1,970 

2,240 

Legal  Expenses 

1,000 

Purchases  Discounts 

3,210 

Interest  Expenses 

970 

Bad  Accounts 

4,890 

Sales  Discounts 

3,130 

• 

. 

‘ 

• 

• 

* 

• 

. 


- 

- 


' 
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Problem  4 


Class  A Class  B 


Sales 

96,450 

84,150 

Soles  Returns  & Allowances 

940 

780 

Inventory,  January  1,  1931 

7,850 

8,670 

Inventory,  Larch  31,  1931 

8,560 

10,780 

Purchases 

77,320 

61,130 

Purchases  Returns  & Allowances 

150 

270 

Freight  In 

1,240 

810 

Buying  and  Receiving  Expenses 
Selling  Expenses: 

890 

680 

Salaries 

6,130 

7,410 

Commissions 

3,410 

2,920 

Traveling  Expenses 

1,240 

2,130 

Supplies 

470 

450 

Depreciation 

320 

270 

Rent 

2,210 

1,920 

Sundry  Expenses 
Administrative  Expenses: 

850 

710 

Salaries 

3,000 

3,000 

Rent 

900 

800 

Supplies 

560 

510 

Depreciation 

140 

120 

Office  Expenses 

1,230 

1,060 

General  Expenses 

970 

890 

Sales  Discounts 

3,640 

Purchases  Discounts 

2,370 

Interest  Income 

140 

Interest  Expenses 

630 

Loss  from  Bad  Debts 

4,150 

Loss  from  sale  of  discarded  assets 

4,310 

From  the  above  inform tl on,  prepare  a statement  which  will  set 
forth  correctly  the  operating  results  of  J.  Hamlin  & Co. 

CHAPTER  IX 


Problem  1 


C.  Dewing  begins  business  with  a cash  investment  of  ; 10,000. 
on  January  1,  1927. 

During  the  month  the  following  transactions  were  recorded: 

Januar:f  5 

Purchased  goods  for  cash  (2500. 

Paid  rent  for  the  month  of  January  i GOO. 

Purchased  equipment  on  account  from  L.  Buckley  & Co.  f 4000. 
Sold  goods  for  cash  : 1250. 

Sold  to  F.  Jeffries  on  account  1500. 


984* 


January  8 

Paid  salarios  for  the  v/oek  < 310, 

Paid  general  expenses  for  the  week  (420# 

Purchased  merchandise  on  account  from: 

A.  Keene  $1800. 

II.  Jorgensen  & Co.  2700. 

Issued  a GO  day  note  to  L.  Euckley  & Co.  in  payment  of 
equipment  purchased  January  5. 

Received  20  day  note  from  F.  Jeffries  In  full  settlement  of 
account  for  1470 ; 2%  was  allowed  for  discount. 

Merchandise  sold  for  cash  (750. 

Sold  goods  on  account  to  K.  :a toon  & Co.  1200. 

Sold  T • Jameson  & Co.  on  account  (800. 

‘January  15 

Returned  goods  to  A.  Keene  amounting  to  (250. 

Paid  salaries  for  the  week  (350. 

Paid  general  expenses  (160. 

Paid  A.  Keene  (1550  less  2%  discount  In  full  settlement  of 
invoice  of  January  8. 

E.  Watson  & Co.  returned  (300  worth  of  goods 
C.  Dewing  withdrew  (1000  for  personal  use. 

Cash  sales  for  the  week  t 1350. 

L.  Buckley  & Co.  offers  a discount  of  5;  if  the  business  pays 
the  60  day  note.  The  offer  is  accepted  and  check  issued  therefor. 
ITote  — Credit  the  equipment  account  for  this  discount. 

January  22 

Paid  IT*  Jorgensen  & Co.,  bill  of  January  8 less  2 % discount 
Received  check  less  2%  discount  from  E.  Watson  & Co.  in 
payment  of  their  account  to  date. 

Paid  weekly  payroll  i 345. 


General  expenses  paid  185. 
Sold  goods  on  account  to: 

F.  Jeffries  (890. 

E.  Watson  & Co.  2850. 

Cash  sales  820. 

Purchased  merchandise  from: 

A.  Keene  4400. 

N.  Jorgensen  & Go.  3480. 


January  51 

Received  check  in  payment  of  F.  Jeffries*  note  and  20  days 
interest  at  6;»  (Credit  interest  Income  for  the  Interest) 

Ro turned  goods  to  II.  Jorgensen  & Co.  i 480. 

E.  ’at  son  returned  370.  worth  of  goods. 

Paid  A.  Keene  on  account  (2000.  less  2$  discount. 

The  depreciation  of  equipment  is  (38.  charge  general  expenses 
and  credit  reserve  for  depreciation  for  this  amount. 


— — 
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On  January  1,  fire  insurance  premiums  were  paid  amounting 
to  -360.  for  one  year,  therefore  there  is  (330  of  unexpired 
insurance  which  was  charged  to  general  expenses.  Make  an  entry 
charging  Unexnirod  Insurance  and  crediting  General  Expenses  for 
the  l 330. 

The  merchandise  inventory  is  (f>000. 

Note  — Allow  10  lines  each  for  purchases  and  sales  and  5 
lines  for  each  of  the  other  accounts. 

Required: 

1.  Journal  entries  recorded  on  the  4 column  journal 
with  special  columns  for  the  cash. 

2.  Ledger  accounts 

3.  Trial  balance 

4.  Balance  sheet 

5.  Profit  and  loss  statement 

Problem  2 


The  balance  sheet  of  Sanders  Brothers  on  July  1,  1927  is 

as  follows: 


Assets 


Cash 

(2000 

Notes  Receivable 

5000 

Accounts  Receivable: 

G.  Lombard 

i 1000. 

J • Sadow 

700. 

L.  Stewart  Co. 

500. 

A.  murphy  8:  Co. 

800. 

3000 

Merchandise  Inventory 

8550 

Unexpired  Insurance 

200 

Equipment 

3900 

Total 

22650 

Liabilities 

& Capital 

Notes  Payable 

(3000 

Accounts  Payable: 

Potter  & Co. 

i 1200. 

Garber  8c  Co. 

1500. 

Lord  8:  Sons 

1550. 

4250 

Reserve  for  Depreciation 

400 

Capital: 

17m.  Sanders 

: 7500. 

John  Sanders 

7500. 

15000 

Total 

22650 

In  the  course  of  the  month  the  following  is  recorded 

July  4 


386 


veceived  30  day  interest  note  from  G.  Lombard  for  (' 1000 • 

A.  ,/nrphy  & Co.  returned  .‘  200  worth  of  goods. 

July  9 

Paid  expenses  for  the  week  ( 385. 

Cash  sales  ; 820 • 

Sold  to  G.  Lombard  on  account  (1400. 

J.  Sadow  bought  from  us  (-380. 

A.  hurphy  & Co.  bought  from  us  (1150. 

July  15 

Received  check  in  payment  of  (’2000  note  with  60  days  interest 
a t 6/o . 

Purchased  from  Potter  & Co.  on  a.ccount  ( 2150. 

Garber  & Co.  sold  us  on  account  (850. 

Paid  (’3000  note  with  90  days  interest. 

Received  from  A.  murphy  & Co.  600  loss  2%  discount. 

Received  check  from  L.  Stewart  for  balance  due  to  date  less 
a discount  of  2$£. 

Returned  to  Potter  & Co.  ((350.  worth  of  merchandise  and  gave 
check  for  the  balance  of  (850  loss  2%  discount. 

Issued  10  day  interest  note  to  Garber  & Co.  for  : 1200  and 
C300  check  in  payment  of  the  July  1 balance. 

Discounted  at  our  bank  60  day  note  for  ! 2000.  The  bank 
deducted  the  discount  and  credited  the  proceeds. 

July  16 

Paid  expenses  for  the  week  (475. 

Cash  sales  : 1450. 

Sold  goods  to  L.  Stewart  on  account  (1350. 

Paid  Lord  & Sons  bill  of  July  1 less  2^  discount. 

July  21 


G.  Lombard  returned  goods  worth  ( 150. 
Purchased  on  account  from  Lord  & Sons  (2200. 


July  23 


Paid  our  note  to  Garber  & Co.  due  today 
Paid  expenses  to  July  23,  (430. 

Received  check  less  1%  discount  from  J. 
July  1 bill. 

Returned  goods  to  Lord  & Sons  amounting 


Sadow  in  payment  of 
to  C 200 . 


387. 


July  30 

Paid  expenses  for  the  week  ('510. 

T7m.  Sanders  withdrew  ( 500.  for  personal  use. 

Jolm  Sanders  took  merchandise  that  cost  ■'  200.  for  family  use. 
(Credit  Purchases) 

G.  Lombard  sent  us  a check  and  a note  for  (500.  in  full 
payment  of  account  to  date.  Allow  2%  discount  on  the  whole  bill. 

Transfer  from  the  Unexpired  Insurance  account  (50.  to 
expenses  for  the  insurance  used  up  in  July. 

Increase  re serve  for  depreciation  (35.  and  charge  expenses 
for  the  same  amount. 

Required: 

1.  Special  cash  column  journal  (Four  coluuis ) 

2.  Ledger  accounts  (Allow  10  lines  each  for  purchases, 
sales,  and  expenses  and  5 lines  each  for  the  other 

accounts 

3.  Trial  balance 

4.  Balance  sheet  and  profit  and  loss  statement 
The  inventory  at  July  30  is  (9450. 

Problem  3 


Alfred  koyer  conducts  an  individual  gasoline  station  and 
carries  automobile  accessories  for  the  accommodation  of  his 
customers.  He  koops  two  sales  accounts;  one  for  gasoline  and 
oil;  and  one  for  accessories#  To  enable  him  to  determine  the 
gross  profit  on  each  class  of  sales,  he  also  keeps  two  purchases 
and  two  inventory  accounts.  In  the  summer  months  he  computes 
his  profit  or  loss  weekly.  His  balance  sheet  on  July  1,  1927 
is  shown  bolow. 


Assets 


Cash  on  hand  and  in  bank  (2500. 
Inventory  of  Gasoline  & Oil  850. 
Inventory  of  Accessories  1850. 
E qui pmon t 10000 • 


Total  15200. 


Liabilities  & Capital 

Mortgage  on  Equipment  3000. 
Reserve  for  Depreciation  2200* 
Alfred  Moyer  - Capital  10000. 


Total  15200. 


The  books  of  accounts  used  arc  a special  journal  with  the 

following  columns : 


* 

* 


. 


. 
. 


. 

. 

■ 

■ 

. 
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Debits  — General;  Cash;  Ledger  Folio. 

Credits  — Lodger  Folio;  Cash;  Gas  & Oil  Sales; 
Accessories  sales;  General. 


and  a lodger.  Allow  5 lines  for  each  account. 

The  following  are  the  transactions  for  the  week. 


July  2 


Sales  for  the  day: 


Gasoline  & Oil 
Accessories 

Note  that  all  the  sales  are  made 


{340. 
152. 
for  cash. 


Purchased  from: 

Fud son-Ess ex  -otor  Co. 
General  kotors 
Standard  Oil  Co.  of  H.  Y. 


{280. 

320. 

500. 


July  5 

The  proprietor  withdrew  i 1200  for  his  own  use 

Paid  5 1000.  on  the  mortgage  and  $2.  for  interest  thereon. 

Daily  salos: 

Gasoline  & Oil  #430. 

Accessories  95. 

July  4 

Sales  made  today: 


Gasoline  & Oil  {375. 

Accessories  271. 

Cash  purchases  for  the  day: 

Gasoline  & Oil  $240. 

Accessories  50. 


July  5 

merchandise  sales : 

Gasoline  & Oil  {'338. 

Accessories  110. 

July  6 

Issued  checks  in  payment  of  bills  of  July  2: 
25c  discount  is  deducted  from  all  bills. 
Sales  for  the  day: 


. 


' 


. . 


. 


* 


* 

. 


. 


* 


n 


Gasoline  & Oil  (415. 

Accessories  302. 


July  7 

Merchandise  purchased  on  account: 

Hudson -Ess  ex  Motor*  Co. 

v 140. 

General  i otors  Co. 

105. 

Ford  Motor  Co. 

185. 

Standard  Oil  Co.  of  H.  Y. 

1250. 

Paid  freight  on  accessories  to  date  (95. 
IJote  — Charge  freight  to  purchases. 

Daily  sales: 

Gasoline  & Oil 

C392. 

Accessories 

297. 

July  8 

Merchandise  sales: 

Gasoline  & Oil 

1451. 

Accessories 

189. 

paid  wages  for  the  week  l 120. 
Paid  expenses  to  date  £ 144. 

The  depreciation  of  the  equipment 

for  the  week  is  computed 

at  . 25.  Charge  expenses  and  credit  reserve  for  depreciation 

for 

this  amount. 

The  merchandise  on  hand  at  July  8 

is : 

Gasoline  & Oil 

£ 590. 

Accessories 

1935. 

You  are  requested  to  record  the  weekly  transactions  and 

to 

prepare  the  necessary  business  statements  for  the  week. 

Problem  4 

Adams  and  Taylor,  vfoo  are  in  the  woolen  importing  business, 
buy  all  their  merchandise  on  20  to  60  days*  time.  T ith  each 
invoice  a draft  (For  this  work  drafts  are  handled  as  notes  payable) 
is  received.  The  draft,  after  checking  the  invoice,  is  accepted 
and  returned  to  the  exporters.  The  balance  sheet  at  January  1, 

1927  is  shown  below. 


Cash 

£ 1800. 

Hotes  Payable 

14000. 

Bond  oolen  Co. 

1200. 

B*  Adams  - 

Capital 

10000 . 

Shea*s  Clothes  Shop 

1000. 

J.  Taylor  - 

Capital 

10000. 

Rand  & Co. 

2100. 

J.  Taylor  - 

Personal 

1400. 

Veils  Brothers 

850. 

B.  Aflams  - 

Personal 

1050  . 

Inventory 

25800 . 

Reserve  for 

Dupree iati on 

2000. 

Equipment 

5000. 

Deferred  Charges 

700. 

38450 


- 38450 


. 


' 


. 


. 

. 


Make  a journal  entry  from  the  above  items  and  post  them  to 
the  proper  accounts  in  the  ledger.  Use  only  one  kind  of  journal. 

The  transactions  for  the  month  are  summarized  below. 

January  3 

Received  from  Bond  ' oolen  Co.  . 1200  less  2 discount. 

Shea’s  Clothes  Shop  returned  goods  for  100.  and  sent  check 
for  the  balance  less  2'  discount. 

Paid  two  : 1000  notes  with  30  days  interest. 

Drafts  have  been  accepted  on  account  of  goods  received  today 

from: 

*Grant  & Co.,  Ltd.  — Term  60  days  3000. 

Millard  & Pierce  Co.  — Term  20  days  2000. 

Sold  Bond  oolen  Co.  goods  for  . 2500. 

#Note  - ln  recording  purchases,  make  two  entries;  one  for 
the  purchases  on  account  and  one  for  the  drafts  when  accepted. 

January  8 


Received  checks  from: 

Rand  & Co.  ; 2100  less  1 discount 
' ells  Brother  <850  less  2%  discount 
Sold  merchandise  on  account  to: 

Shea’s  Clothes  Shop  .2400. 

Rand  & Co.  3000. 

Bond  oolen  Co.  returned  us  3OO  worth  of  goods. 

Purchased  on  50  day  draft  goods  from  J.  Bell  & Co.  % 2000. 
Disbursements  for  weekly  expenses : 

Selling  expenses  (364. 

General  expenses  240. 

Freight  and  Duties  on  Purchases  315. 

January  15 


Pur chased  on  account  from: 

Hayes  & Garfield  Co.  v 2850 • 

Accepted  a draft  in  favor  of  Hayes  & Garfield  for  Invoice  of 
even  date  less  a discount  of  2 '. 

Received  check  from  Bond  oolen  Co.  in  full  payment  to  date. 
Expenses  paid  for  the  week: 

Selling  expenses  S 245. 

General  expenses  150. 

January  22 

Sold  merchandise  on  account: 


Rand  & Co.  R2800. 

(Freight  paid  for  Rand  & Co.  50.) 

hells  Bro t hers  1875 • 

Bond  V oolen  Co.  3150. 


. 


. 


. • 
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paid  notes  due  today 

4500 

Paid  interest  on  above  notes 

45 

Expenses  for  the  week  paid: 

Selling 

383 

General 

289 

Discounted  the  firm’s  60  day  note  for  . 5000. 

January  29 

Received  check  from  Shea’s  Clothes  Shop  for  hill  of  January 
8 less  1 discount.  C2400. 

Rand  & Co.  sent  us  a check  in  payment  of  hill  of  January  8 
less  a discount  of  2'\ . :;3000. 

Paid  draft  due  today  . 6400,  and  30  days  interest. 

The  proprietors  withdrew  for  personal  use  - 450  each. 

Selling  expenses  paid  £245. 

General  expenses  paid  184. 

January  31 


Received  on  account  % 2000  from  Bond  oolen  Co. 

General  expenses  paid  to  date  . 105. 

The  deferred  charges  at  January  31  are  v500,  therefore  an 
entry  should  be  made  charging  general  expenses  and  crediting 
deferred  charges  for  -200. 

The  equipment  has  been  depreciated  *50.  Make  the  following 
entry  for  it  -- 

General  Expenses  £50. 

Reserve  for  Depreciation  150. 

For  this  problem  use  the  journal  with  debits  for  General; 

Rotes  Payable  and  Cash;  and  Credits  for  Cnsh,  U0tes  Payable  and 
General;  and  the  ledger.  Allow  8 lines  each  for  selling  and  general 
— expenses  and  5 lines  each  far  the  other  account. 

Merchandise  inventory  at  January  31,  1927,  r 23,900. 

Record  the  transactions  for  the  month  in  books  of  account 
and  prepare  the  monthly  statements. 

Problem  5 


John  F.  Clarke  has  an  agency  for  the  sale  of  the  H-udson- 
Essex  Motor  cars  in  Cambridge,  Mass.  The  cars  are  all  sold  on  the 
installment  plan.  As  a sale  is  made,  20  is  paid  in  cash  at  the 
time  of  the  sale  and  the  balance  by  twelve  monthly  notes  covering 
the  price  of  the  car,  the  insurance  charges,  and  the  interest  or 
financing  charges. 

In  recording  the  sale  of  a car  the  price  of  the  car  is 
credited  to  the  sales  account',  the  interest  charge  is  credited  to 
the  interest  account,  and  the  insurance  charge  is  credited  to  the 
insurance  account. 

Mr.  Clarke’s  balance  sheet  as  at  June  1,  1927  is  shown  below: 


. 
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Cash 

( 2300 

Rotes  Receivable 

23500 

Invent  ory 

7000 

Insurance  Unexpired 

380 

Equipment 

2000 

Instructing  Cars 

450 

. 35630 

Notes  Receivable 

Discounted  15000, 
Rotes  Payable  3000. 
Fudson-Essex  Motor  Co.  2450. 
J.  F.  Clarke  - Capital  14000. 
Interest  Unearned  540. 
Depreciation  reserve  640. 


<35630  • 


June  3 


Discounted  at  the  bank  the  ba lance  of  the  notes  receivable 
£ 8500 • After  deducting  the  interest,  the  bank  credits  the  proceeds 
amounting  to  % 7960.  Credit  Rotes  Receivable  Discounted.  Debit 
Interest  Unearned  for  the  discount. 

Jjjne  6 

balance  due  iludson-Essex  Motor  Co. 
notes  payable  amounting  to  ySOOO. 
one  sedan  fcr  ; 1010  made  up  as  follows: 

Interest  charges  .55.  Credit  Interest  Unearned 

Insurance  charges  35. 

Selling  price  of  car  920 . 

Total  £1010. 


June  11 

expenses  from  J^ne  1 to  June  11 
rent  for  the  month  of  June 

June  13 

Discounted  at  the  bank  the  notes  received  June  6.  The  discount 
is  (55.  See  entry  on  June  3. 

June  16 

Purchased  new  cars  on  account  i 3450. 

Accessories  purchased  for  cash  580. 

Rote  — Keep  only  one  sales  and  one  purchases  account. 

June  18 

Sales : 


Kind  of  car 

Total 

Price  of  car 

Interest 

Insur  an  i 

2 Sedans 

1 2020 

£ 1840 

i 110 

(70 

3 Coaches 

2841 

2580 

156 

105 

1 Coupe 

909 

825 

49 

35 

5770 

5245 

315 

210 

, 385. 
350. 


Paid 

Paid 

Sold 


Paid 

Paid 


. - 
. 


* 


* 

. 

L ' 
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Paid  expenses  for  the  week  ending  June  18  i 470. 

Purchased  merchandise  on  account  .1850. 

June  20 

Issued  check  in  payment  of  bill  of  the  16th. 

Discounted,  at  the  bank,  all  the  notes  received  on  June  18. 
The  discount  is  equal  to  the  interest  charges  made  to  the 
customers • 

Accessories  sold  for  cash  .-285. 

June  25 


paid  the  insurance  on  the  cars  sold  to  date  £245. 

Paid  freight  on  cars  purchased  ^380.  (Charge  this  freight 
to  the  purchases  account.) 

The  expenses  for  the  week  have  been  paid,  :r325. 

June  30 


Merchandise  purchased  on  account  ,2,680. 
Paid  all  expenses  to  June  30,  v284. 


Sales  to 
Kind  of  car 

date : 
Total 

Price  of  car 

Interest 

Insurance 

2 Sedans 

(2020  • 

v 1840 • 

110. 

. 70. 

1 Coach 

947. 

860. 

52. 

35. 

1 Coupe 

909. 

825. 

49. 

35. 

3876. 

3525. 

211. 

140. 

Paid  insurance  for  cars  sold  today. 

The  bank  notified  the  business  to  the  effect  that  notes 
amounting  to  C 2840.  were  pa  id  in  June  and  that  all  notes  were 
paid  as  they  fell  due.  In  order  to  show  the  true  condition  of 
the  notes  Receivable  on  the  balance  sheet  an  entry  should  be 
made  as  follows: 

Notes  Receivable  Discounted  (2840. 

Notes  Receivable  (2840. 

The  insurance  used  up  by  the  business  in  June  amounted  to 
,'80.  therefore  this  amount  should  be  transferred  to  expenses. 

The  depreciation  reserve  should  be  increased  .30.  and 
expenses  charged  for  the  same  amount. 

The  instructing  cars  qre  worth  (400.  Make  an  entry  far  the 
decrease  in  value  thus: 

Expenses  (50. 

Instructing  Cars  £50. 

The  inventory  of  merchandise  at  June  30,  1927  is  ^,8250. 

For  this  problem  use  the  journal  with  debits  for  General; 
Expenses;  Notes  Receivable;  Cash:  and  credits  for  Cash;  Sales; 

General • 


- 


■ 


. 


. 


. 
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Required: 

1 • J ournal 

2.  Ledger  (5  lines  for  each  account  except  purchases 
10  lines ) • 

3.  Six  column  statement 

4.  Balance  sheet 

5.  Profit  & Loss  statement 


Problem  6 

J.  Ayer  and  I.  Abbott  engage  in  the  hardware  business  by 
investing  5000  each  in  cash  on  August  15,  1927,  The  books  of 
accounts  to  be  used  will  consist  of  the  journal  and  ledger.  The 
journal  to  have  the  following  money  columns: 

Debits  — General;  Purchases;  Cash 

Credits  — Cash;  Sales;  General 

The  following  are  the  transactions  for  the  remainder  of  the 
month. 

August  22 

Issued  checks  for: 

Lumber  for  the  construction  of  shelves  and  show  cases  s 540 

Labor  to  construct  shelves  etc.  C 350 • 

Show  cases  purchased  (1500. 

Miscellaneous  equipment  110. 

Rent  to  September  1 £250. 

Merchandise  purchased  for  cash  5650. 

August  23 

Discounted  at  the  bank  a 60  day  note  for  <,,3000.  The  bank 
charges  6 discount  and  credits  the  proceeds. 

August  24 

Merchandise  sold: 


Cash  sales  |280. 
Ham  & Huff  1240. 
Drew  & Co.  950. 

Merchandise  purchases: 

Cash  purchases  £1850. 
Coleman  & Co.  Inc.  2525. 
French  & Co.  1400. 


Paid  freight  on  goods  purchased  <.  152 


. 


. 

. 


f U 

• ■ 


* 
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Aug us t 26 


Merchandise  sold  for  ca3h  . 391. 

Ham  & Huff  returned  goods  amounting  to  v 140 • 
e returned  to  Coleman  & Co.  Inc.  goods  that  cost  75. 

August  27 


Cash  purchases  840. 

Cash  sales  for  the  day  (438. 

Sold  to  Byron  & Co.  on  account  £870. 

Paid  salaries  to  date  £345. 

Paid  expenses  to  August  27,  1927  £500. 

August  29 

Received  from  Ham  & Huff  a 30  day  note  for  the  amount  of 
bill  of  August  24  less  goods  returned  and  interest  at  6'%m 

Received  check  from  Drew  & Co.  for  amount  of  bill  of  the 
24th  less  a discount  of  2 %• 

Merchandise  sales: 


Cash  sales  £387. 
Ham  & Huff  1350. 
Drew  & Co.  645. 

Purchases  of  merchandise: 

Cash  (344. 
Coleman  & Co.  Inc • on  acct.  785. 
French  & Co.  on  acct.  1240. 


August  31 


Cave  30  day  note  to  French  & Co.  for  bill  of  the  24th  less 
2 discount. 

Issued  check  to  Coleman  & Co.  Inc.  for  amount  due  on  invoice 
of  the  24th  less  2 discount. 

Made  an  allowance  to  r'rew  & Co.  on  account  of  defective  goods 
for  ( 25. 

Received  an  allowance  from  French  & Co.  for  v,40. 

Cash  sales  for  the  day  v586. 

Paid  miscellaneous  expenses  v150. 

Issued  check  for  fire  insurance  premiums  for  (110. 

Required : 

1 . J ournal 

2.  Ledger  (5  lines  for  each  account) 

3.  Trial  balance 


, 


■ 


' 


* 

■ 
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CHAPTER  X 
Problem  1 


Trial  Balance,  December  31,  1926.  ( Por  books) 


Cask 

Accounts  Receivable 
Inventory,  January  1,  1926 
Delivery  Equipment 
Store  Equipcient 
Office  Equipment 
Accounts  Payable 
Notes  Payable 
J.  McKnight  - Capital 
J.  mcKnight  - Personal 
Sales 

Sales  e turns  & . llor/ances 
Purchases 

Purchases  Returns  & Allowances 

Freight  In 

Salaries  & Wages 

Selling  Expenses 

Delivery  Expenses 

Telephone  & Telegraph 

Supplies  Used 

Office  Expenses 

Insurance 

General  Expenses 

Purchases  Discounts 

Sales  Discounts 

Interest  Expenses 


f 1500. 

17500. 

13000. 

2000. 

6000. 

500. 

C 21500. 
5000. 
20000. 
1000. 
120350. 

850. 

109750. 

780. 

690. 

4480. 

2210. 

450. 

210. 

590. 

780. 

620. 

2550. 

1150. 

1250. 

550. 

170280.  170280. 


Additional  information: 

1.  It  has  been  estimated  that  of  the  accounts  receivable 
will  not  be  collected. 

2.  The  life  of  the  deliver:/  equipment  is  estimated  at  4 years. 

3.  The  store  equipment  has  a fife  of  10  years. 

4.  The  life  of  the  office  equipment  is  12  years. 

5.  There  are  cash  sales  amounting  to  i 250.  which  have  not 
been  recorded. 

6.  Unexpired  insurance  (250. 

7.  iaerchandise  inventory  i 23500. 

Required: 

1.  Adjusting  entries  v/ith  full  explanations. 

2.  Adjusted  trial  balance 

3.  Balance  sheet 

4.  Profit  and  loss  statement 

5.  Per  cent  of  - 

(a)  Net  profit  to  sales 

(b)  Gross  profit  to  sales 


Problem  2 


Trial  Balance,  December  31,  1926  (Bofore  adjustments) 


Cash 

: 2750. 

Inventory,  July  1,  1926 

26500. 

Notes  Receivable 

4000. 

Store  quipmont 

8000. 

Accounts  Receivable 

16350. 

Land 

5000. 

Buildings 

26000. 

Office  Equipment 

800. 

Accounts  Payable 

: 21450 

mortgage  Payable 

15000 

P.  Potter  - Capital 

20000 

J.  Garber  - Capital 

15000 

P.  Potter  - Personal 

2400 

J.  Garber  - Personal 

1000. 

Purchases 

138500. 

Purchases  Returns  and  Allowances 

1210 

Sales 

178960 

Sales  eturns  m Allowances 

1850. 

Freight  in 

2110. 

Buildings  Repairs 

380. 

Taxes  for  one  year  to  April  1,  1927 

GOO. 

Salaries 

11500. 

Insurance 

850. 

Supplies 

970. 

Selling  Expenses 

4150. 

General  Expenses 

2380. 

Interest  Income 

315 

Purchases  Discounts 

2120 

Sales  Discounts 

2315. 

Interest  Expenses 

450. 

256455.  256455. 


merchandise  Inventory  at  December  31,  1926  ! 18540. 

Adjustments : 

1.  Of  the  accounts  receivable  350.  has  been  ascertained  to 
be  bad. 

2.  5 fo  of  the  balance  of  the  customers*  accounts  is 
estimated  to  be  uncollectible. 

3.  Depreciation  of  fixed  assets: 

(a)  Store  equipment  12%  per  annum, 
tb)  Buildings  3,  per  annum. 

(c)  Office  equipment  10%  per  annum* 

' 4.  Interest  accrued  on  notes  receivable  ; 35. 

5.  The  bank  credited  our  account  125  for  the  interest  on 
bank  balances. 

6.  There  Is  150  of  prepaid  advertising. 

7.  Supplies  on  hand  at  December  31,  1926  ;200. 

8.  The  insurance  expense  for  the  six  months  is  ; 450. 
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Required: 

1.  ork  Sheet* 

2.  Adjusting  journal  entries. 

3.  Balance  sheet. 

4.  Profit  and  loss  statement. 

5.  Per  cent  of  — 

(a)  Cost  of  sales  to  sales 

(b)  Operating;  expenses  to  sales 

(c)  Net  rrofit  or  loss  to  sales 

Problem  4 
Montgomery  & Hard 

Trial  balance  before  adjusting,  December  31,  1926 


Cash 

f 4500. 

Notes  Receivable 

3500. 

Accounts  Receivable 

15850. 

Reserve  for  Bad  Accounts 

- 

: 390. 

Inventory,  January  1,  1926 

23100. 

Interest  Receivable  Accrued,  January  1,  1926 

75. 

Land 

6000. 

Buildings 

30000. 

Ho servo  for  Depreciation  of  Buildings 

2500. 

Equipment 

7500. 

Reserve  for  Depreciation  of  Equipment 

2900. 

Accounts  Payable 

31480. 

Notes  Payable 

6000. 

mortgage  on  Buildings 

20000. 

A.  Montgomery  - Investment 

- 

25000. 

A.  Montgomery  - Personal 

4000. 

F.  Hard  - Investment 

20000. 

F.  bard  - Personal 

2500. 

Sales 

• 

206720. 

Sales  Returns  & Allowances 

1345. 

Purchases 

195750. 

Purchases  Returns  & Allowances 

1030. 

Freight  In 

2140. 

buying  & Receiving  Expenses 

2355. 

Sc  laries 

10500. 

Repairs 

375. 

Selling  Expenses 

4660. 

Insurance 

1130. 

Supplies 

980. 

Freight  & Cartage  Out 

1020. 

miscellaneous  Expenses 

785. 

Rent  Income 

2660. 

Interest  Income 

150. 

Purchases  Discounts 

2165. 

Sales  Discounts 

2090. 

Interest  Expenses 

1340. 

321495. 

321495. 

40  ). 


Additional  information: 

1.  Tho  reserve  for  bad  accounts  should  be  adjusted  to  equal 
4/o  of  tho  customers*  accounts, 

2.  Interest  receivable  accrued  30, 

3*  Depreciation  of  buildings 

4.  Depreciation  of  equipment  10% 

5.  Interest  payable  accrued  on: 

(a)  Ilotes  payable  ( 45# 

(b)  Mortgage  one  month 

6.  Insurance  unexpired  £430* 

7.  Supplies  on  hand  < 380. 

8.  A part  of  the  building  is  rented  for  0210  per  month 
payable  in  advance  on  the  20th  of  each  month. 

9.  Inventory  at  December  31,  192C  ; 24500. 

Required : 

1.  Work  sheet. 

2.  Adjusting  entries 

3.  balance  sheet 

4.  Profit  & Loss  statement 

5.  Per  cent  of  — 

(a)  Hot  profit  to  investment 

(b)  Gross  profit  to  investment 

Problem  5 

mil ton  Trading  Co. 

Trial  Balance  before  adjusting,  December  31,  1926 


Cash 

Dotes  Receivable 
Uotes  Receivable  Discounted 
Accounts  Receivable 
Reserve  for  Bad  Debts 
Inventory,  July  1,  1926 
Equipment 

Reserve  for  Depreciation 

Ilotes  Payable 

Accounts  Payable 

Capital  Stock 

Surplus 

Sales 

Soles  Returns  & Allowances 
Purchases 

Purchases  Returns  & Allowances 

Fr eight  In 

Freight  Out 

Salaries  & Wages 

Selling  Expenses 

General  Expenses 

Insurance 

Supplies 


! 3800. 
5000. 

43600. 

39950. 

10000. 


2413. 

210060. 

610. 

1725. 

14400. 

8795. 

5870. 

1385. 

840. 


£4000. 

2140. 


3000. 

15000. 

21460. 

50000. 

2590. 

256465. 


1845. 


— 


401. 


Rent 

Interest  Income 
Purchases  Discounts 
Sales  Discounts 
Interest  Expenses 


(8052. 


2835. 

670. 


C 360005.  C 360005. 


Inventory,  December  31,  1926  (41700. 

Adjustments : 

1.  Reserve  for  bad  debts  is  to  Increase  to  1#  of  net  sales. 

2.  Depreciation  of  equipment  10  per  annum. 

3.  There  is  2 months  of  accrued  interest  on  a (1000  note 
receivable • 

4.  Salaries  and  wages  accrued  : 250. 

5.  Accrue  one-half  month  rent. 

6.  Unexpired  insurance  0585. 

7.  Supplies  on  hand  (350. 

8.  There  is  GO  days  of  prepaid  interest  on  (10000  notes 
discounted. 

9.  Accrued  Interest  on  notos  payable  (25. 

Required: 

1.  Work  sheet 

2.  Adjusting  journal  ontries 

3.  Balance  sheet  (ITote  that  Uotes  Receivable  Discounted  should 
always  bo  deducted  from  the  Uotes  receivable.) 

4.  Profit  and  loss  statement. 


Problem  6 


Carpenter  & Lias  on 

Trial  Balance,  June  30,  1927  (before  adjustment) 


Cash 

Accounts  Receivable 


(2500. 

10950. 


Inventory,  January  1,  1927: 
Department  1 
Department  2 


10300. 

12600. 

8000. 


Equipment 

Reserve  for  Depreciation 
Bond  Investment 
Uotes  Payable 
Accounts  Payable 
k.  Carpenter  - Capital 
aim  Carpenter  - Salar;/ 

T.  kason  - Capital 
T.  Lias  on  - Salary 


3000. 


350. 


8000. 

10560. 

15000. 


(3200. 


200. 

10000. 


Sale  s : 

Department  1 
Department  2 


27468. 

35532. 


Sales  Returns  & Allowances : 
Department  1 
Department  2 


465 

785 


402  . 


Purchases : 


Department  1 
Department  2 


Purchases  Returns  & Allowances: 


De  parti. on  t 1 
Department  2 


Selling  Expenses 

General  & Administrative  Expense 


Rent 

Salaries 


2500. 

2550. 

3800. 

4175. 


C 110895.  £110895* 


Department  1,  Inventory  i 11400. 

Department  2,  Inventory  i 12500. 

Adjustments : 

1.  Of  the  accounts  receivable  350.  is  bad  and  of  the 
balance  95/i  was  estimated  to  be  good. 

2.  Depreciation  10;'  per  annum. 

3.  Interest,  on  bonds,  accrued  2 months  at  7%, 

4.  Interest  on  notes  payable  accrued  i 60. 

5.  Expenses  for  which  bills  have  not  been  received  f50. 

6.  Salaries  accrued  -225. 

7.  Rent  accrued  ■ 200, 

8.  The  operating  expenses  are  distributed  to  the  two  depart- 
ments in  proportion  to  gross  sales.  Ignore  fractions  of  a 
dollar. 

Required: 

1.  Work  sheet 

2.  Balance  sheet 

3.  Profit  and  loss  statement  to  show  the  net  operating 
profit  for  each  department. 

4.  Per  cent  of  — (For  each  department) 


(a)  Gross  profit  to  sales 

(b)  Hot  profit  or  loss  to  sales 


Problem  7 


Ball  Brothers  Co. 

'frial  balance,  September  30,  1927,  (Before  adjusting) 


Cash 

Inventory,  July  1,  1927 


1 3400. 


iuen*s  shoos 


8900. 

9600. 

8000. 


Women  * s shoes 
Equipment 

Reserve  for  Depreciation 

notes  Payable 

Accounts  Payable 

Salaries  Accrued,  July  1,  1927 

II.  Ball  - Capital 

K.  Ball  - Personal 

G.  Ball  - Capital 

G.  ball  - Personal 


3100. 

4000. 

7950. 

85. 

10000. 

500. 

6000. 

1500. 


— ~ 


£25500 

31500 


Purchases : 

hen’s  shoes 
Women’s  shoes 

Purchases  Returns  & Allowances: 
hen’s  shoes 
Women’s  shoes 
Sales: 

Men's  shoes 
Women’s  shoes 

Sales  Returns  & Allowances : 
hen's  shoos 
Women's  shoes 
Salaries 
Commissions 
Freight  In 
Insurance 
Rent 

General  Expenses 
Purchases  Discounts 
Interest  Expenses 


£550. 

520. 

25000. 

35000. 


250. 

380. 

1785. 

GOO. 

470. 

385. 

3000. 

850. 

755. 

140. 


94760.  94760. 


Inventory,  September  30,  1927: 

Men's  shoes  £11400. 

Women’ s shoes  12100. 

Adjustments : 

1.  Open  two  accounts,  one  for  hen's  Department  Expenses  and  one 
for  /omen's  Department  Expenses  In  order  to  arrive  at  the  net 
operating  profit  for  each  department. 

2.  Depreciation  of  equipment  12%  per  annum. 

3.  Divide  depreciation  45£j  to  men’s  and  55^  to  Women’s  department. 

4.  Salaries  accrued  : 185. 

5.  Freight  In  is  added  to  purchases,  £200  to  men's  and  (270  to 
women’s  shoes. 

6.  Unexpired.  insurance  $85. 

7.  The  following  items  are  to  be  distributed  in  proportion  to  the 

sales  in  oach  department:  Salaries;  commissions;  insurance  expense; 

rent;  and  general  expenses. 

Required: 

1.  Adjusting  journal  entiles 

2.  Work  sheet 

3.  Balance  sheet 

4.  Profit  and  loss  statement 

5.  Per  cent  of  — 

(a)  Hot  operating  profit  to  sales  for  each  department 

(b)  Gross  profit  to  sales  for  each  department. 


404. 


Problem  8 


The  ledger  account  balances  of  the  Copley  Garage  Co.  on 
December  31,  1926  before  closing  were  as  follows: 


Cash  $5800. 
Accounts  Receivable  11800. 
Reserve  for  Bad  Debts  150. 
Merchandise  Inventory,  July  1,  1926  10500. 
Store  and  Office  Equipment  3000. 
Reserve  for  Depreciation  of  Store  & Office 

Equipment  500. 
Accounts  Payable  4850. 
Capital  Stock  20000. 
Surplus  5000. 
Profit  & Loss  — Credit  225. 
Merchandise  Purchases  — Store  22500. 
Merchandise  Used  — Garage  5900. 
Sales  — Store  26865. 
Services  — Garage  14125. 
Garage  Rentals  - Income  2350. 
Salaries  — Store  1860. 
V/ages  - Garage  4950. 
Rent  --  Store  600. 
Rent  — Garage  1590. 
Garage  Supplies  1680. 
Store  Supplies  495. 
General  Expenses  — Store  580. 
General  Expenses  — Garage  655. 
Purchases  Discounts  345. 
Interest  on  Bank  Balances  85. 
Insurance  585. 
Garage  Equipment  3800. 
Reserve  for  Depreciation  of  Garage  Equipment  1800. 


Additional  information: 

1.  merchandise  inventory  ( 12200. 

2.  Garage  supplies  on  hand  ! 750. 

3.  Garage  services  receivable  accrued  250. 

4.  Garage  rentals  received  in  advance  '375. 

5.  Salaries  and  Uages  accrued: 

(a)  Store  $50;  Garage  '65. 

6.  Expenses  accrued  — Store  (25;  Garage  $15. 

7.  Interest  credited  by  bank  not  recorded  $35. 

8.  Depreciation: 

(a)  Store  equipment  10  $ per  annum 

(b)  Garage  equipment  15%  per  annum 

9.  Unexpired  insurance  ’185. 

10.  Charge  insurance  — $275.  to  store  expenses  and  (125.  to 
garage  expenses 

Required: 

1.  YJork  sheet 

2.  Adjusting  journal  entries 

3.  Balance  sheet 
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4*  Profit  and  loss  statement  showing  the  store  profit  and 
the  garage  profit  for  the  xix  months* 

5.  Per  cent  of  — 

(a)  Net  profit  to  cost  of  sales 

(b)  Not  profit  to  sales 

(c)  Net  profit  to  capital 


CHAPTER  XI 
Problem  1 
JOHN  AND  DAVID 


On  December  31,  1928,  the  ledger 

balances: 

shows  the  following 

Cash 

$ 4,716. 

Customers*  Accouiits 

30,225. 

Notes  Receivable 

7,000. 

Inventory,  December  31,  1927 

25,899. 

Furniture  & Fixtures 

5,250. 

Reserve  for  Depreciation  of  Furniture 

& Fixtures  1,050* 

Accounts  Payable 

15,216 • 

John  - Capital 

40,000. 

David  - Capital 

35,000. 

John  - Personal  Debit 

5,000. 

Purchases 

94,971. 

Purchases  Returns  and  Allowances 

710. 

Freight  in 

1,550. 

Sales 

132,904. 

Sales  Re turns  & Allowances 

1,800. 

Freight  Out 

574. 

Salesmen’s  Salaries 

16,479. 

Store  Expenses 

6,000. 

Office  Salaries 

8,945. 

Administrative  Expenses 

3,265. 

Insurance 

450. 

Rent 

7,500. 

Interest  Income 

744. 

Inventory,  December  31,  1928,  (27,800* 

Furniture  & Fixtures  has  a life  of  10  years. 

Uncollectible  accounts  Is  estimated  at  1%  of  the  net  sales. 

There  is  a f 2,000.  interest-bearing  note  dated  September  30,  1928* 
Salaries  accrued  (110*  (Office  (40  - Salesmen* s Salaries  (70.) 

All  of  the  Insurance  premiums  expires  April  1,  1929. 

The  rent  is  payable  on  the  15th  of  each  month  at  (600.  per  month* 
The  cash  includes  a bad  check  for  : 150* 

From  the  above  Infori.atlon: 

1*  Open  the  ledger  (5  lines  per  account) 

2.  Prepare  work  sheet. 

3*  Prepare  the  Income  statement. 

4.  i^ake  closing  entries  and  cost  them. 

5.  Prepare  balance  sheet. 

6.  Draw  off  a list  of  ledger  balances  after  closinr 


Problem  2 


The  balance  sheet  of  ' . Stanley  on  December  SI,  1924  is 

as  follows: 


Cash 

500 . 

>c count 3 Buyable  4,325 

accounts  eceivable 

6,200. 

Reserve  for  Deprecia  ion 

Inventory 

5,000. 

of  Furniture  &-  Fixtures  1-  0 

Furniture;  and  Fixtures 

1,500. 

Reserve  for  Depreciation 

Delivery  True/ 

1 ,800. 

of  Delivery  V qu  ip  me  nt  4 1 0 

Accrued  Expenses  75 

. Stanley  - Capital  10,000 

15 ,000 . 

15,000 

Durinr  the  year  the  following  transactions  were  recorded: 

Tales : 

On  Account 

35 ,800. 

For  cash 

3,150. 

ur chases : 

For  cash 

5,275. 

On  account 

20,100. 

Cas  collected  from: 

Cus  toners 

32 , 500 . ( Discount  375 . ) 

Bank  interest 

20. 

Cash  paid  for: 

Creditors 

18,025.  (Discount  43;.) 

Selling  expenses 

2,600. 

Tru  c k ma  int  ena  ? ic  e 

1 ,250 . 

Cor  is s io  s 

500 . 

Salaries 

5,200. 

Ins u r an c e (3  ye ars) 

360 . 

General  expenses 

2 , 160 . 

The  inv  ntory  on  December  51 , 1925  is  9,100. 

There  are  2-  0 of  accrued  expenses  on  December  61,  1925. 

71 OTE  --  Mr.  Stanley  has  been  in  business  since  January  1,  192/  . 

: d just  Insurance  and  set  u depreciation. 

P.-TAHE: 

1 . J our  na  1 en  t r ie  s 

2.  Ledger  accounts 

3.  Trial  balance 

4 . Pr of  1 1 and  1 os s state; me nt 

5.  Cl os  inf  entries 

6.  Balance  sheet 

problem  3 

The  books  of  the  Boston  holesale  Grocery  Company  show  the 
follow!  - balances  on  December  31,  192 i . 


■ 


if 


' ■ 
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Cash 

Notes  Receivable 
Notes  eceivable  Discounted 
Accounts  receivable 
Reserve  for  Pad  Accounts 
Inventory,  January  1,  1925 

Leasehold  (10  year  lease  dated  January  1,  1920) 
De Livery  Equipment 

Reserve  for  Depreciation  of  Delivery  Equipment 
Furniture  and  Fixtures 

Reserve  for  Depreciation  of  Furniture  &•  I ixtures 

General  Supplies  on  hand  January  1,  1925 

Unexpired  Insurance  January  1,  1925 

Notes  Fayable 

Accounts  Payable 

John  Gray  Investment 

John  Gray  personal  (Credit) 

"Illia..  Black  Investment 
Illia  Black  personal  (Deb't) 

Sales 

Sales  8e turns  and  Allowances 
Purchases 

Purcha  es  eturns  & Allowances 
Freight  In 

Importation  Charges  on  Pure  rases 

Delivery  Expenses 

Pent 

Selling  Expenses 
General  Fxnenses 

illia.  Black  Salary  (Debit)  - 11  months) 
Purchases  Discount 
Interest  on  Notes  Receivable 
Sales  Discounts 
Interest  on  Notes  payable 


4,  TOO. 
If  ,600. 
8,600. 
69, r 00. 

2.750. 
58,400. 

5,000. 
,•  ,500. 

1.750. 
2,800. 
1,200. 

570. 

680. 

17,500. 

38,350. 

25,000. 

1,500. 

5.000. 

6.000. 
28. 1 ,800. 

8,250. 

162,500. 

8,980. 

3.200. 
15,380. 
If  ,500. 
12  ,5  0 . 
19, 8;  0. 

7 , : 

2.200. 
4,550. 

210. 

7,240. 

350. 


Additional  information: 

Pent  . 1,000  per  month  paid  on  the  15th  of  each  month. 

Delivery  equipment  has  a life  of  4 years . 

The  life  of  t e furniture  and  fixtures  is  10  years . 

; 450.  of  goods  were  shipped  December  31,  1925  and  no  record 
was  made  therefor. 

Purchases  amounting  to  1,230  were  received  but  not  recorded 
at  December  31,  1925. 

Inter  Mr.  Black* s salary  for  December. 

The  insurance  expires  on  July  1,  1926. 

Istimatecj  bad  accounts  s ould  be  increased  to  5‘v  of  out- 
standing accounts. 

Interest  on  notes  payable  includes  862.50  of  preraid  discounts. 

General  supplies  on  hand  Vc  ember  81,  1925  500. 

erchandise  inventory  at  December  51,  1928  27,680. 


YOU  ALT'  ; ’T  IP  TO  PTPAKF: 


1.  ’ ork  Sheet  2.  Profit  ana  Loss  Statement 

3.  Closing  entries  4.  Balance  sheet 


Irobleir:  4 


■ 


. 
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C.  Berry 

Trial  Balance,  July  1,  1927  (Befoi-e  adjusting) 


Cash 

Accounts  : eceivatle 
Reserve  for  Bad  Debts 
Inventory,  January  1,  1927 
Delivery  Equipment 

Reserve  for  Depre.  of  Delivery  Equipment 
Store  rquipment 

Feserve  for  Depre.  of  Store  Equipment 

Unexpired  Insurance  January  1,  1927 

Dotes  Fayable 

Accounts  Payable 

Accrued  Salaries 

C.  Berry  - Investment 

C.  Berry  - Withdrawals 

Sales 

Sa  les  e turns  &•  Allowances 
Purchases 

Purchases  eturns  & Allowances 
Fre  Lght  & Cartage  In 
Salaries 

Selling  7 xpenses 
Rent 

Insurance 

Supplies 

General  Expenses 
Purchases  Discounts 
Sales  Discounts 
Prepaid  Interest 


• 1875 . 
18545. 


15860. 

3000. 


4500. 


370 . 


500. 

1181  . 

110399 . 


975. 

. 

2940. 

580. 
565. 
1280 . 


1590 . 
280. 


• 58::  . 

1500 . 
1950. 


7500. 

19980. 

210. 

15000. 

1 7570. 


. 


1245 


17 G 185 . 17G185 . 


Inventory  at  July  1,  1927  . 19650. 

Ad  jus  trnen  ts : 

1.  Adjust  reserve  for  bad  debts  to  equal  5 of  the  accounts 

receivable . 

2.  Unexpired  insurance  s ould  be  increased  to  425. 

3.  Depreciation  to  be  set  up : 

(a)  Delivery  equipment  16 

(b)  Store  equipment  6 . 

4.  Salaries  accrued  170. 

5.  The  rent  is  450  per  month  payable  in  advance. 

6.  Expense  bills  not  entered  60. 

7.  The  prepaid  interest  on  July  1,  1927  is  .50. 

Required : 

1.  Work  sheet. 

2.  Ledger  accounts  (5  11  es  for  each  account) 


' 

. 


. 


. 

. 

- 
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3.  adjust ing  journal  entries. 

4.  Adjusted  trial  balance  fro.,  the  ledger. 

5.  Balance  sheet. 

6.  Profit  and  loss  state  >■  nt 

7.  Closing  entries 

8.  Close  every  account  with  more  than  one  iter::. 

9.  Trial  balance  after  all  the  nominal  accounts  are  closed. 

Problem  5 


Benger  & Vi  ood 

Trial  Balance,  December  31,  1926 


Cash 

TJotes  eceivable 
Dotes  eceivable  Discounted 
Accounts  eceivable 
Interest  '.eceivable  Accrued 
Inventory,  Januar?;  1,  1926 
Land 

Buildi ngs 

Deserve  for  Depreciation  of  Buildings 
Equipment 

Deserve  for  Deprecia ti  on  of  Equipment 

Dotes  Payable 

Accounts  Payable 

Salaries  & ages  accrued 

Mortgage  Payable 

A.  Benger  - Investment 

B.  ' ood  - Investment 
Sales 

Sales  etums  & Allowances 

Freight  Out 

Purchases 

Purchases  Deturns  & Allowances 
Freight  In 

Duties  on  Imported  Goods 
Selling  Expenses 

General  & Administrative  xpenses 

Building  Expenses 

Salaries  & 'ages 

Purchases  Discounts 

Interest  Income 

Sales  Discounts 

Interest  "xpenses 


: 6640 . 
4000 . 

25485. 
60 . 
31125 i 
8000 . 
30)00. 

6500 . 


2140. 
2160  . 
265350 . 


1955. 
3150. 
7680 . 
4610. 
177:  . 
12580. 


3870 . 
1240. 


v2000. 


5000. 

3200. 
13000 . 
165. 5 . 
17.  . 

20000 . 
20000 . 
20000. 
511500. 


131?  . 


339?  . 
280. 


416220.  416220. 


Inventory  at  December  31,  1926  23500. 

Adjustments : 

1.  Interest  receivable  accrued  . 20. 

2.  Depreciation  o.f  buildings  3 . 

3.  Depreciation  of  equipment  10  . 

4.  The  cash  includes  a bad  check  for  140  from  a customer  who 

failed . 


■ 


. 
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5.  A reserve  fo  1/5  of  one  per  cent  of  gross  sales  should  be 
set  up  for  bad  debts  . 

6.  Interest  payable  accrued  , 100. 

7.  Salaries  and  wages  accrued,  none. 

8.  Unexpired  insurance  • 425. 

9.  Supplies  on  hand  -350. 

T equired: 

1.  VTork  sheet. 

2.  eager  accounts  for  til  the  nominal  accounts. 

3.  Adjusting  Journal  entries  — Pnst  them 

4.  Closing  entries  — post  them  and  close  the  accounts. 

5.  profit  and  loss  statement. 

6 . Ba lane  e s nee  t . 

problem  0 


J.  P.  Collins  & Co. 

Trial  Balance,  September  30,  1927  (Before  adjustments) 


Cash 

; 4125. 

Accoun  s Receivable 

38754 . 

Reserve  for  Bad  Debts 

1125. 

Inventory,  April  1,  1927 

58785. 

TJnexpired  Insurance 

1240. 

Land 

10000. 

Build Ings 

50000. 

Store  Equipment 

15050. 

Office  equipment 

3150. 

Notes  payable 

10000 . 

Accounts  Payable 

39540. 

Accrued  Expenses 

250. 

Preferred  Capital  Stock 

25000 . 

Common  Capital  Stock 

75000. 

Surplus 

9755. 

Sales 

584750. 

Sales  eturns  & Allowances 

4950. 

Purchases 

511685. 

Purchases  Returns  Allowances 

4075. 

Freight  In 

3850. 

Selling  Expenses 

21125. 

General  & /-.drain is tra ti ve  'Expenses 

18390. 

Euildinrs  x peases 

3460. 

Insurance 

2160. 

Purchases  Discounts 

5214. 

Sales  Discounts 

7145. 

Interest  Expenses 

850. 

754709. 

754709. 

Kerch. and  ise  inventory  v 44300. 

Facts  requiring  consideration: 

1.  Reserve  for  bad  debts  shoul  i be  4 of  the  customers  accounts. 

2.  Unexpired  insurance  .1590. 


A 
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3.  The  depreciation  has  heretofore  been  deducted  from  the 
assets.  It  has  been  decided  to  change  this  policy  in  order  to 
show  the  cost  of  the  assets  and  set  up  the  reserve  accounts  for  the 
depreciation.  The  buildings  cost  i 56000;  the  store  equipment, 

20000;  and  the  office  equipment,  4000.  Rate  of  depreciation 
2 for  buildings;  and  10  for  the  ot'ner  fixed  assets. 

4.  Accrued  expenses  340. 

5.  Apportion  the  insurance  expense  2/3  to  selling  and  l/o  to 
general  expenses . 

6.  Building  expenses  s ould  be  distributed  65  to  selling  and 
35  to  general  expen ses. 

From  the  above  information  pre-are: 

1.  V ork  sheet 

2.  Balance  sheet 

3.  Profit  and  loss  statement  shoeing  per  cent  of  -- 

(a)  Cost  of  sales  to  sales 

(b)  Gross  profit  to  sales 

(c)  Net  profit  to  sales 

(d)  Selling  expenses  to  sales 

(e)  General  expenses  to  sales 

4.  Closing  entries 

5.  Ledger  accounts  properly  closed  for  — 

(a)  Sales  (b)  Pnr chases  (c)  Selling  Expenses 
(d)  General  Expenses  (e)  Profit  & Loss. 

Problem  7 

The  Oxford  Sales  Co. 

Trial  Balance,  (Before  closing)  December  31,  1926 


Cash 

£ 1240. 

Notes  eceivable 

7000 . 

Notes  Receivable  Discounted 

, 3000. 

Accounts  Receivable 

25600 . 

Reserve  for  Bad  Debts 

1280. 

Real  Estate 

75000. 

Reserve  for  Depreciation  of  eal  state 

10400. 

Equipment 

12000. 

Reserve  for  Depreciation  of  Equipment 

3000. 

Notes  Payable 

10000 . 

Accounts  Payable 

21700. 

Accrued  Expenses 

500. 

Mortgage  Payable 

15000. 

Sales  — Class  a 

85600. 

Sales  — Class -F 

99850 . 

Inventory,  January  1,  1926: 

Class  A 

10850 . 

Class  B 

9760. 

Purchases  — Class  a 

81400. 

Purchases  — Class  B 

88550 . 

Sales  eturns  fr  Allowances: 

Class  A 

1200 . 

Class  E 

1150. 

. 


* 


r 
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Purchases  returns  & Allowances: 


Class  A 

850. 

Class  B 

Selling  Expenses: 

1115. 

Class  A 

5785. 

Class  B 

General  & Administrative  Expenses: 

6970. 

Class  A 

3965. 

Class  B 

4245. 

Purchases  Discounts 

1340. 

Inter es  t Inc o:ne 

365. 

Sales  Discount 

1560. 

Interest  Expenses 

680. 

Loss  from  Bad  Debts 

1120 . 

Capital  Stock 

90000. 

Deficit  — Loss 

5925 . 

344000. 

344000 . 

Inventory,  December  51,  1926: 
Class  A , 15500. 

Class  E 18600. 


Required: 

1.  Fork  sheet 

2.  Profit  and  loss  statement  showing  operating  results  for 
each  class  of  good3  and  per  cent  of  -- 

(a)  Net  profit  to  sales 

(b)  Operating  expenses  to  sales 

(c)  Gross  profit  to  sales 

(d)  Cost  of  sales  to  sales 

3.  Closing  entries 

4.  Ledger  accounts  for  — Purchases:  Sales;  Profit  & Loss. 

Problem  8 

Trial  Balance,  June  50,  1927,  (Before  closing) 


Cash 

. 3230. 

Accounts  Receivable 

20405. 

Reserve  for  Bad  Debts 
Inventory,  January  1,  1927: 

i 520 

Department  1 

8400. 

Department  2 

8560. 

Equipment 

9500 . 

Reserve  for  Depreciation  of  Equipment 

3800 

Unexpired  Insurance 

850. 

Accounts  Payable 

15890 

Notes  payable 

7500 

Accrued  "xpenses 

385 

E . Franklin  - Investment 

25000 

F . Fra  nkl  in  - per  s ona  1 

2500. 

Sales  - Dept.  1 

74500 

Sales  - Dept.  2 

80400 

' 


. 


. 

■ 


- • 

. 


413 


Sales  Returns  & Allowances : 


Dept.  1 500. 

Dept.  2 1400. 

Purchase  s - Dept . 1 62400 . 

Purchases  - Dept.  2 64500. 

Freight  In  - Dept.  1 860. 

Freight  In  - Dept.  2 925. 

Expenses  - Dept.  1: 

Rent  3500. 

Salaries  4650. 

Selling  Expenses  2485. 

General  Expenses  870. 

Expenses  - Dept.  2: 

Rent  4000. 

Salaries  4560. 

Selling  Expenses  2390. 

General  Expenses  985. 

Purchases  Discounts 

Sales  Discounts  1495. 

Interest  Expenses  380. 


209345. 


Invent  ory , June  30 , 1 927  : 
Department  1 
Department  2 


. 10500 . 

11150 . 


Required: 

1.  v.ork  sheet 

2.  Profit  and  Loss  statement 

3.  Balance  sheet 

. 4.  Closing  entries 

5.  percentage  statement  showing  per  cent  of  - 

(a)  Ret  profit  to  cost  of  sales 

(b)  Operating  expenses  to  cost  of  sales 

(c)  Gross  profit  to  cost  of  sales 

(d)  Ccs  t of  sales  to  sales 

Problem  9 


1350. 


209345. 


Lynn  ' otor  Sales  Co. 

Trial  Balance,  September  30,  1926  (Before  adjusting) 


Cash 

; 5165. 

Notes  eceivable 

25850 . 

Reserve  for  Bad  Notes 
Inventor*  ies  , April  1,  1926: 

1350. 

New  Cars 

5400. 

Old  Cars 

3800. 

Accessories 

4100. 

Equipment 

3000. 

Reserve  for  Depreciation  of  Eauipment 

1000. 

Demonstration  Cars 

1500. 

414 


Accounts  Payable 

8950. 

Notes  Payable 

6000. 

Capital  Stock 

35000. 

Surplus 

3070 . 

Sales  of  New  Cars 

54500. 

Sales  of  Old  Cars 

18600. 

Sales  of  Accessories 

8500 . 

Purchases  of  New  Cars 

45000. 

Purchases  of  Old  Cars 

10500 . 

purchases  of  Accessories 

6400. 

Rent 

3600. 

Salaries 

5400. 

Commissions 

8500 . 

Insurance 

1500. 

Cost  of  Reconditioning  Old  Cars 

4500. 

General  Expenses 

5400. 

Interest  Income 

985. 

Interest  Expense 

340. 

137955 . 


137955 


Additional  information: 

Three  expense  accounts  should  be  opened  for  the  above  problem 
and  all  the  operating  expenses  should  be  eq  litably  apportioned  to 
each  class  of  expenses;  ie.  — 

New  Car  Expenses  - Account  No.  1 
Old  Car  Expenses  - Account  No.  2 
Accessory  xpenses  - Account  No.  3 . 

1.  Rent,  50  •'  to  No.  1;  35  to  No.  2;  15  to  Ho.  3. 

2.  Salaries,  65  to  Ho.  1;  25  to  Ho.  2;  10  to  Ho.  3. 

3.  Commissions , 75-'  to  Ko.  1;  25  to  Ko.  2. 

4.  Unexpired  insurance  65), 

5.  Insurance  expense,  40  to  Ho.  1;  25  to  Ho.  2;  35  to  No.  3. 

6.  Charge  cost  of  reconditioning  old  cars  to  Purchases  of  Old  Cars 

7.  Depreciation  of  equipment  12g  per  annum  (Charge  it  to 

general  expenses) 

8.  Demons tratio  cars  depreciation  500.  should  be  charged  to 
No.  1. 

9.  General  expenses,  80  to  No.  1;  15'  to  No.  2;  5 to  No.  3. 

Required: 

1.  ork  sheet 

2.  profit  and  loss  statement 

3.  Balance  sheet 

4.  Closing  entries 

5.  Ledger  accounts  for  Purchases,  Sales,  the  three  main  expense 
accounts,  and  Profit  £•  Loss. 

6.  Per  cent  of  — 

(a)  Net  profit  to  sales  for  each  class 

(b)  Operating  expenses  to  sales  for  each  class 

(c)  Gross  profit  to  sales 

(d)  Cost  of  sales  to  sales 

Note  --  The  inventory  on  September  30,  1926  is  -- 

(a)  New  Cars  12500. 

(b)  Old  Cars  8400. 

, (c)  Accessories  5800. 


. 
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Problem  10 


Trial  balance  before  adjustments,  December  31,  1926 


Cash 

(•2250. 

TIotes  Receivable 

5000. 

Accounts  Receivable 

34540. 

Inventory,  January  1,  1926 

41400. 

Equipment 

15000. 

Reserve  for  Depreciation 

3900 

Notes  Payable 

12000 

Accounts  Payable 

28590 

S.  Conway  - Investment 

50000 

S.  Conv/ny  - Personal 

1500 

b.  Donovan  - Investment 

5000 

m.  Donovan  - Personal 

2000. 

Sales 

385600 

Sales  Returns  & Allowances 

3850. 

Purchases 

336700. 

Purchases  Returns  & Allowances 

2460 

Freight  In 

2140. 

Rent  Expense 

12500. 

Salaries 

15600. 

Insurance 

3280. 

Supplies 

1760. 

Selling  Expenses 

8230. 

General  Expenses 

6310. 

Purchases  Discounts 

4575 

Rent  Income 

2500 

Interest  Income 

385 

Sales  Discounts 

4980. 

Interest  Expenses 

970. 

496510. 

496510 

Additional  inf onus tion : 

1.  Inventory  £ 54800* 

2.  Interest  receivable  accrued  (‘60. 

3.  Kstimated  bad  debts  4,  of  customers'  accounts 

4.  The  life  of  the  equipment  is  12  years 

5.  Sales  not  recorded: 

(a)  Cash  (850. 

(b)  On  account  2100. 

Purchases  not  recorded  (on  account)  £2680. 

Rent  is  paid  in  adva  ce  on  the  15th  of  each  month 
Salaries  accrued  < 275. 

Unexpired  insurance  (1250. 

Supplies  on  hand  ( 385. 

Interest  payable  accrued  (;90. 

A part  of  the  premises  leased  is  sub-loased  for  : 200  per 
month  payable  in  advance  on  the  15th  of  each  month. 

13.  Close  rent  income  Into  rent  expense 
Required: 

1.  YJork.  shoet 


6. 

7. 

8. 
9. 

10. 

11. 

12. 


■ - • - - V ! 
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2.  Lodger  accounts  (5  lines  for  each  account) 

3.  Adjusting  journal  entries 

4.  Adjusted  trial  balance  frcx-  the  ledger 

5.  Balance  sheet 

6.  Profit  and  loss  statement 

7.  Closing  entries 

8.  Post  closing  trial  balance* 


The  summarized  transactions  affecting  the  accounts  receivable 
control  of  L.  E.  Drew  o;  Co.  for  a certain  period  are  as  follows: 


(a)  From  the  above  information  construct  the  accounts 
receivable  control  account  and  s]  ow  the  balance  of  the  account 
at  the  end  of  the  period. 

(b)  How  and  where  should  the  balance  be  shown  in  the  state- 
ments? 


The  tra  sactions  affecting  the  accounts  payable  control 
account  of  Johnson  & Co.  for  1926  are  shown  below: 


(a)  Construct  the  control  account  and  show  the  balance 
after  closing  properly  brought  down. 

(b)  Explain  where  and  how  should  the  balance  be  shown 
in  the  statements  as  at  December  31,  1926. 


The  summarized  transactions  of  the  control  accounts  of  the 
Yates  manufacturing  Co.  for  the  year  1926  are: 


Pr  ob  lorn  1 


Sales  on  account 

Cash  collected  from  customers 

Notes  receivable  received  from 


cus  tomers 
Sales  re  turned 
Discounts  allowed  customers 
bad  accounts  charged  off 


25000. 

3450. 

2165. 

1140. 


Problem  2 


Purchases 

he turned  goods 

Discounts  received 

Uotos  issuod 

Cash  payments 

he turn  of  an  overpayment 


(371546. 


3160. 

5175. 

75000. 


263898. 

50. 


Problem  3 


te turned  purchases 
Cash  collected  from  customers 
Purchases 


,1580. 

189695. 

219115. 


> 


* ' 
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Sales  returns  f 2516 • 
Purchases  discounts  3850. 
Sales  268350. 
Gash  paid  to  creditors  164685. 
notes  received  from  customers  35000. 
Sales  discounts  3985. 
Freight  paid  for  customers  who  will 

reimburse  the  business  for  it  580. 
Returns  of  overpayments  to  customers  150. 
Customers  notes  dishonored  5000. 
llotes  Issued  to  creditors  29500. 
mad  debts  written  off  the  books  975. 
Correction  of  an  invoice  overcharged  180. 


From  the  above  facts  construct  the  control  accounts  and  show 
the  balances  at  December  31,  1926. 

Problem  4 

The  following  transactions,  which  show  the  trading  activities 
of  the  business,  were  recorded  in  the  books  of  The  Star  mfg.  Co. 

in  1927. 


f 465750. 
393800. 
6715. 
4967. 
446580. 
75000. 

7860. 
23000. 
2185. 
308150. 
1386. 
675. 
25. 

merchandise  inventory,  December  31,  1927  81500. 


Correction  of  bills  for  undercharges  250. 

Dishonored  notes  receivable  6000. 

Protest  fees  paid  on  protested  notos  15. 

Accounts  receivable  balance,  January  1, 

1927  45785. 

Accounts  payable  balance,  January  1, 

1927  35970. 

i..orchandiso  Inventory,  January  1,  1927  90150. 


Sales 
Purchases 
Sales  discounts 
Purchases  discounts 
Cash  collections 

llotes  issued  for  goods  purchased 
merchandise  returned  to  us 
Notes  received  for  goods  sold 
merchandise  returned  by  us 
Cash  payments 
bad  accounts  charged  off 
Freight  paid  for  customers 
ietums  of  overpayments  by  creditors 


From  the  above  items  prepare : 


1.  Accounts  teceivalle  control  account. 

2.  Accounts  Payable  control  account. 

3.  merchandise  account. 


_ 


. 


. 

. 


. 
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Problem  5 


From  the  following  items  prepare  — 

(a)  Control  accounts  (b)  merchandise  account 


merchandise  inventory  January  1,  1927  i 105400* 
Sales  878500. 
Cash  collections  801850. 
Purchases  discounts  6170. 
Accounts  receivable  balance,  January  1,  1927  75180. 
Purchases  738910. 
Accounts  Payable  balance,  January  1,  1927  83120. 
Sales  discounts  13390. 
Purchases  returns  4830. 
Sales  allowances  3140. 
Cash  paid  to  creditors  701350. 
Sales  returns  7780. 
Purchases  allowances  2890. 
Uotes  received  from  customers  88100. 
Freight  paid  by  creditors  to  be  reimbursed  by  us  800. 
Notes  issued  to  creditors  45600. 
merchandise  inventory,  June  30,  1927  96950. 
Customers  * accounts  written  off  3340. 
Correction  of  bills  for  overcharges  750. 
Correction  of  invoices  for  undercharges  530. 


Show  the  accounts  properly  closed  and  the  balances  brought 

down. 


Problem  6 

ihe  transactions  of  Scott,  Darrow  & Co.  for  the  month  of 
July,  1927,  are  as  follows: 


July 


July 


July 


July 


July 


5.  Sold  to  lm  mulnn  on  account  1 1850. 

Purchased  on  account  from  S.  Swig  f 1100 • 

Sold  on  account  to  Jones  & Co.  goods  for  800. 

Paid  one  month  rent  in  advance  i 300. 

9.  Paid  salaries  for  the  week  i 210. 

Purchased  roods  from  Rich  & Co.  i 545. 

Sold  on  account  to  J.  Rodd  t580. 

12.  raid  a note  for  i 1000  with  3 months  interost. 

eceivcd  checlf  - 3000  less  2£  discount  from  • hyan 
Sold  merchandise  on  account  to  J . Ready  850. 

Purchased  goods  from  A.  Nugent  Co.  on  account,  1500. 
16,  Paid  Rich  & Co.  on  account  £400. 

Paid  salaries  and  wagos  for  the  week  215. 

Issued  check  for  2000  Jeffries  & Co.  for  old  account. 
Discounted  at  our  bank  a ; 2000  60  day  note. 

Purchased  from  doevos  k Co.  goods  for  2400. 

Sold  goods  on  account  to  deed  <k  dons  1850. 

Paid  freight  for  deed  <•:  Son  on  above  . 75. 

18.  Purchased  from  A.  Loew  <k  Co.  roods  for  ; 1975. 

Received  from  k.  v.uinn  on  account  1500. 

Returned  to  S.  Swig  goods  amounting'  to  150. 


. 


. 

- 


* 


* 

* 

' 

. 
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— July  20.  J.  Rodd  rctumod  goods  to  us  (.180. 

Issued  chock  to  Reeves  L Co.  for  1500  on  account. 
Purchased  on  account  from  S.  Swig  <1200. 

July  25.  Paid  salaries  for  the  week  (225. 

deceived  check  for  l 500.  on  account  from  J.  Ready. 
Issued  note  to  Reeves  & Go.  for  ( 1000. 

July  50.  received  note  from  Reed  & Son  for  C1200. 

J llowed  (50  to  J.  Ready  for  defective  goods. 

Returned  defective  goods  to  A.  Nugent  & Co.  amounting 
to  ( 340. 

1.  Record  the  above  transactions  in  a special  journal  with 
debits  and  credits  for  General,  Accounts  Payable,  Accounts  Receivable 
and  ca3h* 

2.  Close  the  journal  preparatory  for  posting. 

3.  Explain  how  you  would  proceod  to  post  the  journal  to  the 
different  ledgers. 

4.  Open  ledger  control  accounts  and  customers  and  creditors* 
accounts,  post  all  items  affecting  them  and  prove  the 
control  with  the  detail  balances. 

CHAPTER  XIII 
Problem  1 


The  cash  book  of  The  Chase  i„fg.  Co.  contains  four  columns  on 
the  cash  receipts  side  for  Net  Cash,  Sales  Discounts,  Accounts 
Receivable,  and  General;  and  four  columns  on  the  disbursements  side 
for  Net  Cash,  Purchases  Discounts,  Accounts  Pnyatle,  and  General. 

On  Juno  1,  1927  you  are  employed  by  the  company  as  the  cash  book 
clerk. 


Cash  balance  at  the  close  of  may  31,  1927  5850. 

During  the  month  the  cashier  transmits  the  following  informa- 
tion to  you  for  record  in  the  cash  book. 

2.  Received  check  for  (2100  less  2 from  bentley  Inc.  for 
bill  for  5/20. 

2.  Paid  note  duo  today  to  J.  Rogers  for  ; 2000  and  75  days 

interest. 

2.  Received  cr-eclc  ; 860.  on  account  from  Taylor  & Co. 

3.  Discounted  a <3000,  2 month  interest  note  receivable. 

4.  Issued  check  for  4500  less  3 to  Lee  & Lee  for  invoice 
of  5/25. 

4.  merchandise  sold  for  cash  685. 

4.  Issued  payroll  check  for  : 575. 

6.  Received  check  for  (950  less  2%  from  Cotton  & Chase  for 

bill  of  5/25. 

6.  Paid  for  office  supplies  purchased  245. 

6.  Issued  check  for  ( ilO  loss  1' - to  Endicott  & Co.  for  invoice 
of  5/26. 

7.  (©coived  check  for  (1764  from  Rice  & Potter  for  bill  of 
5/26.  The  check  is  for  the  amount  of  the  bill  less  8 discount. 

7.  Paid  note  due  today  at  the  First  National  La  for  80  0. 

7.  Issued  check  for  i200  less  2(:  to  E.  Farrell  A Co.  on 

account. 


! 


( 


. 

. 


■ 

. 
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. 
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8. 

5/27. 

8. 

of  5/27. 

9. 

9. 


Received  : 1750  less  2%  from  Cotton  & Chnso  for  bill  of 


Received  from  J.  blood  & Co.  . 2150  less  2f  for  bill 


2£ 


for  invoice 


Paid  invoice  of  5/27  to  black  & Sons  for  C2500  less  1%, 
Received  payment  for  (’1500  note  and  90  days  interest  from 
Geo.  Gray. 

10.  Paid  60  day  note  due  today  for  (2400  and  interest  to 
Welch  & Co. 

10.  Paid  (500  for  cash  purchases. 

Issued  Payroll  check  for  the  week  for  T570. 

Paid  expense  bills  to  date  t 485. 

Recoived  from  melrose  Co.  (500  less  1%  for  bill  of  5/20. 
Received  check  for  (1127  from  Cohen  Bros.  The  check  is 
for  amount  of  bill  of  5/29  less  2%. 

14.  Issued  check  to  J.  Rogers  for  (2150  less 
of  G/l. 

Received  42500  loss  2%  for  bill  of  6/4  from  Taylor  & Co. 
Discounted  our  (2000  90  day  note. 

Received  (200  from  the  sale  of  an  old  machine. 

Received  from  Rico  & Poter  ( 500  less  1/  on  account. 

Issued  check  for  the  week’s  payroll  for  ('580. 

Paid  Downey  & Co.  1500  less  2 % for  invoice  of  6/9. 

Issued  check  to  X*  Collins  for  50.  for  an  overpayment. 
Recoived  £1200  less  2 % from  O’Brien  & Son  for  bill  of  G/lO. 
Received  check  for  s 800  less  2%  for  bill  of  6/ll  from 
Bentley  Inc. 

22.  Issued  check  to  Rndicott  & Co.  for  Invoice  of  6/12  for 
12000  loss  2%» 

22.  Paid  (400  for  three  months  interest  on  the  mortgage. 
Received  (850  for  goods  sold  for  cash. 

Collected  (1000  and  60  days  interest  for  note  due  today. 
Paid  ( 1750  less  2%  for  invoice  of  6/14  to  Lee  & Lee. 

The  weekly  payroll  is  580. 

Recoived  from  Cotton  & Chase  (1400  less  1,  for  bill  of  6/5. 


11. 

13. 

13. 

14. 


15. 

15. 

16. 

17. 

18. 

20. 
20. 
20. 
2]  . 


23. 

23. 

24. 

25. 
25. 

27. 
07 

of  6/17. 

28. 
28. 

29. 

30. 
30. 
30. 


ieceived  (100  from  Coleman  & Co.  for  an  overpayment. 

Issued  check  for  (2300  less  2%  to  Rich  & Berry  for  Invoice 

deceived  (1700  less  2/  from  Hyman  & Co.  on  account. 

Issued  chock  for  cash  purchases  for  785. 

Received  • 1000  on  account  from  Puller  & Sons. 

Discounted  our  ; 300  60  day  note  at  the  bank. 

Pai'  note  due  today  4000. 

deceived  480  less  2/  from  Bentley  & Co.  for  bill  of  6/26. 

3/26. 


30.  Issued  check  for  i 980  to  Cohen  Bros,  for  Invoice  of  0, 
A discount  of  2 has  boon  deducted  from  the  Invoice. 


Required: 

1.  Cash  book  properly  closed  ready  for  posting. 

2.  Detail  explanation  showing  exactly  how  you  would  proceed 

to  post  the  cash  book. 
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Problem  2 


The  Universal  Furniture  Co.  operates  two  selling  departments; 
one  for  household  furniture  and  the  other  for  office  furniture. 

The  sales  bool:,  therefore,  must  show  the  sales  for  each  class  of 
furniture.  Household  furniture  will  be  classed  as  Class  A and  office 
furniture  Class  b. 


'-Lhe  transactions  for  July,  1927,  arc  shown  below: 


1. 

2. 

5. 

7. 

Class  A, 
9. 

11. 

14. 

15. 
18. 
20. 
25. 
25. 


Sold  Class  i to  Elliot  & Co.  2/10  n/30  5865. 
Cash  sales:  Class  A,  5750;  Class  b,  (480. 
Sold  Class  B to  Loew  mfg.  Co.  1870. 

Sold  to  Gray  Furniture  Co.  2/10,  1/50,  n/60: 
2500;  Class  B,  (:1500. 


' 710. 


Cash  sales:  Class  A,  ,1125;  Class  b,  - 
Sold  to  J.  Clarke,  2/5,  l/20,  n/50.  Class  A,  1240. 
J.  L,  Dunn  & Co.  purchased  Class  B ; 3000  2/10,  n/60. 
Cash  sales:  Class  A,  5 1415;  Class  B,  -'1185. 

Sold  Class  A to  J.  barton,  2980,  2/10,  1/30. 

Cooley  & Co.  purchased  Class  B on  30  note  (2150. 

Class  A sales,  ;1120;  Class  h sales,  : 1315. 

Sold  to  Elm  Furniture  Co.,  Class  A : 2000,  Class  b, 
(1800,  2/10,  n/60. 

26.  Sold  H.  E.  Bourque  Class  A,  l/lO,  n/30,  (875. 


27. 

27. 

20. 

29. 

30. 


Cash  sales:  Class  A,  5350;  Class  b,  (285. 


Vim.  Crocker  purchased.  Class  A : 910,  1/30,  n/60. 

Sold  Ryan  & Cook,  Class  b,  2/10,  l/20,  n/30,  (3100. 
Johnson  kfg.  Co.  purchased  Class  B,  2/l0,  n/30  1500. 

Sold  Salem  furniture  Co.  Class  A ;4200;  Class  b, 

(2400  3/10,  n/30. 

30.  Class  A sales  : 1415;  Class  B sales  1165. 


Required: 

1.  Sales  journal  properly  closed. 

2.  Explain  in  detail  just  how  you  would  proceed  to  post 
the  sales  journal  which  you  prepared. 

t Problem  3 


The  transactions  dealing  with  the  purchases  of  merchandise  of 
the  Universal  Furniture  Co.  for  the  month  of  July  1927  are  presented 
to  you  with,  instruction  to  design  a purchases  bool-',  record  the 
purchases  for  the  month  therein,  close  the  purchases  book,  and 
prepare  a set  of  instructions  for  the  posting  of  such  boo]:. 

In  order  to  decide  on  the  kind  of  purchases  book  needed, 
-reference  should  be  had  to  problem  2. 

5.  burrows  Lfg.  Co.,  2/10,  l/30.  Class  A,  51500;  Class  b, 

(1100. 

5.  Sanborn  Furniture  Co.,  2/10,  n/30.  Class  A,  (1800!;  Class 
b,  ; 1000. 
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7.  Sargent  Furniture  Mfg.  Co.,  2/10,  l/30,  n/60.  Class  A, 
|2500. 

9.  ' /or Id  Mfg.  Co.,  2/10 , n/30,  Class  A,  ( 2000;  Class  B,  . 150 

11.  Cash  purchases;  Class  ; , , 560;  Class  B,  £700. 

13.  Girard  Furniture  Co.,  Class  B,  £2150,  2/10,  l/20,  n/30. 

14.  Sanborn  Furniture  Co.  2/10,  n/30.  Class  A,  900;  Class  B, 

|800. 

15.  Burrows  Mfg.  Co.,  2/10,  l/30.  Class  A,  v 1850 . 

18.  World  Ffg.  Co.  2/10,  n/30.  Class  A,  .1600;  Class  B,  2000 
20.  Merchandise  purchased  for  cash.  Class  A,  ,450. 

22.  Sargent  Furniture  Co.,  2/10,  1/30,  Class  A,  il9S0. 

25.  Girard  Furniture  Co.,  2/10,  l/20,  n/30.  Class  B .2000. 

27.  Sanborn  Furniture  Co.,  2/10,  n/30.  Class  A,  - 1500;  Class 
B,  1200. 

27.  Burrows  Furniture  Co.,  2/10,  1/30,  Class  B,  .,3500. 

28.  V.orld  Mfg.  Co.,  2/10,  n/30.  Class  A,  ;t.1250;  Class  B, 
£4100. 

29.  Eew  Process  Furniture  Co.,  3/10,  2/20,  l/30,  n/60.  Class 

A,  £5000. 

30.  Sargent  Furniture  Co.,  2/10,  n/30.  Class  A,  £500;  Class 

B,  5 4850. 


The  Uuly  1927  information  for  the  general  journal  entries 
for  the  Universal  Furniture  Co.  is  shown  below. 

The  general  Journal  contains  debit  columns  for  Genera},  Sales 
Returns  & Allowances,  and  Accounts  Payable;  and  credit  columns  for 
Accounts  Receivable,  Purchases  Returns  & Allowances,  and  General. 
(See  Problems  2 and  3). 


Received  30  day  note  from  Loew  Mfg.  Co.  for  bill  of  7/5. 
Flliott  & Co.  returned  us  C 100  of  defective  merchandise, 
returned  to  Burrows  i.fg.  1350  worth  of  Class  A goods  which 
were  received  in  a defective  condition. 


Issued  a 30  day  interest  note  to  Burrows  Mfg.  Co.  for  ,j;2250 
less  2 discount  in  payment  of  bill  of  July  5th. 

Allowed  £200  to  The  Gray  Furniture  Co.  for  defective  goods  of 

Class  B. 

Sanborn  Furniture  Co.  gave  us  credit  for  .250.  on  account  of 
wrong  quotations  on  Class  A. 


Returned  Class  A merchandis e on  account  of  defects  in  the 
materials  to  Sargent  Furniture  Co.  C500. 

J.  A.  Clarke  refused  to  accept  the  goods  shipped  on  July  11. 


Problem  4 


July  7 


July  11 


July  14 


* 
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July  18 

Class  B merchandise  amounting  to  £800  was  returned  by  J.  L. 

Dunn  Sc  Co,  This  merchandise  was  purchased  from  Girard  Furniture 
Co.  at  a cost  of  £650.  It  was  returned  for  defects  in  the  materials. 

July  21 

Gave  Sanborn  Furniture  Co.  60  day  note  for  £2000  and  interest 
in  payment  of  an  old  bill. 

Returned  to  the  World  Mfg.  Co.  defective  goods  amounting  to 
£450  — Class  B. 

Charged  off  an  old  account  with  Leslie  for  £150. 

Purchased  an  adding  machine  on  account  from  the  Burrows  Adding 
Machine  Co.  for  i,  350. 


July  23 

J.  Barton  returned  goods,  which  were  accepted,  billed  at  i,  285. 
Allowed  £25  to  H,  E.  Bourque  for  goods  damaged  in  shipping. 

July  26 

Merchandise  returned  by  Ryan  8c  Cook  for  £ 200. 

Gave  Cooley  & Co.  credit  for  £100  on  account  of  mistake  in 
computation  on  bill  of  July  20th. 

July  28 


Issued  a 60  day  note  for  invoice  of  July  25  less  2 discount. 
The  note  is  made  out  to  cover  the  amount  of  the  note  and  the  60 
days  interest  at  5$. 


July  30 


Returned  merchandise  to  the  Kew  Process  Furniture  Co. 

amounting  to  $1,200. 

Received  credit  for  5 300  on  account  of  defective  goods  from 
Sargent  Furniture  Co.  Invoice  of  July  7. 

Required: 

1.  Journal  properly  closed. 

2.  Detailed  procedure  for  the  posting  of  the  journal  to  the 
different  ledgers. 


Problem  5 

L.  R.  Miles  began  business  as  wholesale  shoe  dealer  in  Boston 
by  investing  £5000  on  August  15,  1927.  His  accounting  system  con- 
sists of  a four  column  cash  book,  sales  book,  purchases  book,  and 
four  c cQ.umn  journal. 

The  transactions  for  the  remainder  of  the  month  are  as  follows: 


. 
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August  15 


Purchased  equipment  on  account  from  Youngs  & Co.  for  v2000. 
Purchased  mere ban &Is e for  cash  v2000. 

Bought  from  Macey  & Co.  2/5,  n/30,  C1550. 

Purchased  goods  from  Morris  Bros.,  5/5,  l/20,  n/50,  1200. 

August  16 

Sold  to  Davis  Shoe  Store,  2/5,  n/50,  £850. 

Sold  to  Cohen  Shoe  Store,  2/5,  n/50,  c 1100 i/- 
Fox  Shoe  Store  purchased  from  us  goods  for  ^1500. 

Cash  sales  to  date  £875. 

Augus  t 17 

Sold  to  J.  Loomis,  2/5,  l/20,  n/50,  .11850. 

Purchased  from  Flint  & Co.,  5/5,  n/30,  (1875. 

August  19 

Merchandise  sales  for  the  day  C, 800. 

August  20 

Paid  for  store  and  office  supplies  £250. 

Salaries  & Y ages  for  the  vseek  1200. 

Cash  purchases  of  merchandise,  , 1410. 

Returned  ^150  worth  of  goods  to  Macey  & Co.  and  issued  check 
less  discount  for  the  balance  of  August  15  invoice. 

Gave  check  to  Morris  Bros,  for  invoice  of  August  15  less 
discount . 


August  22 


Received  from  Davis  Shoe  Store  check  for  hill  of  /ugust  16 
less  discount. 

Received  a. 50  day  interest  note  from  Fox  Shoe  Store  for  bill 
of  August  16  less  discount. 

Received  check  from  Cohen  Shoe  Store  for  bill  of  August  16  less 
dis  count . 

Sold  Davis  Shoe  Store  2/5,  1/20,  n/50  (.1150. 

Sold  Fox  Shoe  store,  2/5,  n/50  . 1280. 

Purchased  from  Macey  & Co.  2/5,  n/50  (*1850. 

Cash  sales  for  the  day  _1250. 

Received  check  from  J.  Loomis  in  payment  of*  bill  of  August  17. 

Issued  check  in  payment  of  invoice  of  August  17  to  Flint  & Co. 

Augus t 24 


Fox  Shoe  Store  returned  goods  for  ,250. 

Cash  sales  to  date  £585. 

Paid  for  store  supplies  J:  125. 

Issued  check  to  Youngs  & co.  for  1000  in  payment  on  account 
of  equipment  • 

Sold  J.  Loomis,  2/r  , n/50,  goods  for  C1400. 

Sold  Cohen  Shoe  Store,  2/5,  n/50,  950. 


' 


■ 


. 
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August  25 


X UX  Vvl  Xci  otJU  II  UUi  X*  X XXI U u UU#|  w 9 y X 

Sold  to  Cohen  Shoe  Store,  2/5,  n/30  ,450. 

Augts  t 27 


Purchased  from  Morris  Bros., 
Purchased  from  Flint  & Co., 


/30,  S 1250 
°0,  i 1500  • 


Cash  sales  for  the  day  £8(30 • 
paid  salaries  for  the  week  £185. 

Paid  commissions  to  date  £480. 

Cohen  Shoe  Store  returned  goods  for  £250. 

Received  check  fror  Davis  Shoe  Store  for  bill  of  August  22. 
Fox  Shoe  Store  sent  us  check  for  balance  due  less  discount. 
-Issued  check  to  toacey  & Co.  for  invoice  of  August  22. 


Purchased  from  Macey  & Co.  2/10,  n/30,  (2580. 

Purchased  from  Flint  & Co.  2/10,  n/30,  ^ 2000. 

Purchased  from  Morris  & Co.  2/10,  l/20,  ;2280. 

Sold  Davis  Shoe  Store  2/10,  l/30,  £750. 

Sold  Fox  Shoe  Store  on  account,  £1100. 

Issued  check  to  Morris  & Co.  for  invoice  of  August  25. 

Issued  check  to  Flint  & Co.  £1450  less  discount  and  the 
balance  was  allowed  us  for  damaged  shoes. 

Issued  a 30  day  interest  note  to  Youngs  & Co.  in  full  payment 
of  account. 

Received  a 60  day  note  from  Cohen  Bros,  for  450.  less  discount. 
The  note  should  cover  the  amount  due  and  the  interest. 

Cash  sales  for  the  day  £950. 

Requirements: 

1.  Cash  book 

2.  Sales  book 

3.  Purchases  book 

4.  Journal 

5.  General  ledger  (5  lines  for  each  account) 

6.  Subsidiary  ledgers  (5  lines  for  each  account) 

7.  Trial  balances 


The  Gray  Shoe  Store  began  operation  on  February  15,  1927  v/ith 
a cash  investment  of  £10000.  It  sells  both  men*s  and  vvomen*s 
shoes  and  desires  to  keep  tv/o  sales  and  two  purchases  accounts. 

No  returns  and  allowances  accounts  will  be  kept;  and  any  returns  or 
allowances  should  be  recorded  in  the  Sales  and  Purchases  accounts 
respectiv  ely . 


Augus  t 29 

Cash  Purchases  for  the  day  £500. 

Paid  ,450  for  one  month’s  rent  from  August  15 

August  31 


problem  6 
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Because  ell  the  sales  are  tiO.de  for  cash  no  sales  Look  needs 
to  be  kept* 

Only  two  operating  expense  accounts  will  be  kept;  one  for 
selling  and  one  for  general  expenses. 

The  cash  book  is  a simple  four  column  book  with  columns  on 
left  side  for  — Net  Cash,  two  columns  for  the  sales  — (men’s  and 
women* s shoes)  and  General;  and  on  the  right  side  --  TIet  Cash, 
Purchases  Discounts,  Accounts  Payable,  and  General* 

The  purchases  book  has  throe  columns  — men’s  Shoes,  omen’s 
Shoes,  and  Total. 

Five  lines  will  be  allowed  for  both  general  and  purchases 
ledger  accounts. 

The  trading  activities  are  shown  below* 

February  18 

Purchased  show  cases,  chairs,  benches,  etc.  for  cash  .3820* 

Paid  for  lumber  used  to  build  shelves  ! 300  and  (200  for 
carpentering  work  etc. 

Purchased  from  the  following  firms  on  o/5,  1/10,  n/30: 

A.  E.  Littlo  & Co.  men’s  shoes,  (1500;  women’s  shoes,  1200. 

Watson  Shoe  Co*  women’s  shoes,  (1800. 

F.*  Keith  & Co.,  men’s  shoes  950;  women’s  shoes  (680. 

Ralston  Shoo  Co.  men’s  shoes  22150. 

February  19 

Paid  freight  and  express  on  purchases  i 150. 

Paid  for  store  supplies  (200. 

Sales  for  the  day: 

Men’s  shoes  -450;  women’s  shoos  675. 

Salaries  arid  commissions  to  salesmen  is  paid  to  date  58. 

Mr.  Fox  took  '40.  as  manager. 


February  21 

Paid  rent  of  store  for  one  month  in  advance,  (350.  The  store 
was  rented  on  February  15. 

Issued  a check  for  one  year’s  premiums  on  fire  insurance 
policies  (108. 

Sales  for  the  day: 

i..en’s  shoes,  ^380;  women’s  shoes  290. 

February  22 


Sales  for  the  day: 

men’s  shoos,  410;  women’s  shoes,  ; 370. 

Purchased  shoos  from  the  following  2/5,  l/20,  n/30: 
Golden  tale  Shoe  Co.,  women’s  shoes  1350. 

Eurt  Shoe  Co.  men’s  sloes  (1580. 

A.  E.  Littlo  & Co.  women’s  shoes  1000. 
ia  Is  ton  Loe  Co.  men’s  shoes  • 480. 
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February  25 

Issued  checks  for  invoices  of  February  18  less  discounts. 
Discounted  a 30  note  at  the  ban1'  for  £ 2000. 

Cash  sales  for  the  day: 

i-.en's  shoes,  (270;  women’s  shoos  385. 

February  24 

Returned  to  burt  Shoe  Co.  men’s  sloes  for  (200. 

A.  E.  Little  & Co.  gave  us  credit  for  075  on  account  of 
damaged  shoes,  (men’s  shoes  (50;  .’omen’s  shoes  (25.) 

Purchased  from  A.  E . Little  Co.  2/10,  n/50  women’s  shoes 

,850. 

Sales  for  the  day: 

men’s  s’  oos,  l 650;  women’s  shoes  ( 715. 

Paid  for  office  supplies  (75,  and  general  expenses  (50* 

February  25 

■inw—w ......it  -- m 

Sales  for  the  day: 

men ’ s shoe s , ( 465 ; women  * s shoo  s ( 490 . 

February  26 

Salaries  and  commission  for  the  week  -215. 

As  manager,  Lr.  Fox  withdrew  J 60. 

Sales  for  the  day: 

men’s  shoes,  (1155;  women’s  shoes,  i 1370. 

February  28 

Issued  checks  for  invoices  of  February  22. 

Purchased  s'!  oes  on  2/5,  l/20,  n/30  from  the  following: 

A.  E.  Little  & Co.,  men’s  shoes,  (680. 

Golden  Rule  Shoe  Co.,  women’s  shoes  : 1240. 

Ralston  Shoe  Co.,  men’s  shoes  (975. 

Eat son  Shoe  Co.,  women’s  shoes  (1185. 

Paid  freight  on  the  above  purchases  (95. 

Refunded  on  account  of  defective  shoes  -25  on  men’s  shoes  and 
n women’s  sloes • These  same  shoos  have  been  returned  to  E. 

& Co.  The  cost  was  (17  for  the  men’s  and  (13  for  the  Women’s 

• 

Sales  for  the  day: 

i.en’s  sl  oes  1360;  women’s  shoes,  ; 395. 

Record  the  above  transactions  in  the  books  of  original  entries 
and  ledgers  and  prepare  the  general  ledger  trial  balance  and  a list 
of  the  creditors’  balances. 

Additional  Information: 

1.  Salaries  and  comiuissions  accrued  ; 45. 

2.  mr.  Fox  salary  accrued  10. 

3.  Telephone  and  light  bills  estimated  (12. 

4.  Supplies  used:  Office  (10;  Store  (85. 
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5.  The  equipment  Is  estimated  to  la3t  10  years. 

6.  Inventories: 

men*s  shoes  , 4750;  ' ’omen 1 s shoes  ( 5080. 

7.  Divide  freight  on  purchases  in  proportion  to  gross 
purchases. 

Required: 

1.  Work  sheet. 

2.  balance  sheet 

3.  Profit  and  loss  statement 

4.  Adjusting  entries 

5.  Adjusted  trial  balance 

6.  Closing  entries. 

7.  Close  all  the  lodger  accounts 

8.  Post  closing  trial  balance 

Dote  - For  this  problem  use  the  standard  two  column  journal  for 
the  general  journal. 


Problem  7 


John  Daily  and  L.  Dow  each  invest  (5000  in  cash  In  order  to 
engage  In  the  auto  accessory  business  on  April  11,  1927.  On  the 
same  day,  they  lease  a store  in  Cambridge  for  three  years  at  a 
monthly  rental  of  (-250  payable  in  advance  and  (1300,  also  paid  In 
advance,  as  an  inducement  in  obtaining  the  lease. 

Purchases  for  cash  (3200* 

Purchases  on  account: 

Hudson  — Essex  i-otor  Co.  i 460. 


General  motors  Co.  850. 
Ford  motor  Co.  450. 
Goodyear  Rubber  Co.  580. 
Fisk  Tire  & Rubber  Co.  650. 
Hew  Process  Rubber  Co.  380. 


April  13 

Paid  for  the  store  furniture  and  fixtures  (2000. 

Issued  checks  for  the  store  rent  and  the  lease  premium. 
Sales  of  merchandise : 


Ca  sh  0 345 . 
Pierce  Garage  450. 
H.  White  265. 
C.  Emerson  110. 

Anril  15 

Salos  of  merchandise: 

Cash  (480. 
Geo.  Jacobsen  150. 
Jackson  Garage  385. 


Paid  for  store  and  office  supplies  (275. 


— 
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April  16 

Paid  salaries  for  the  week  (85. 

Issued  check  for  general  expenses  for  the  week  : 150. 
Cash  sales  for  the  day  £750. 

Sold  on  account  to: 

Kaplan  bros.  £565. 

L.  YJells  210. 


April  18 


Purchased  on  account  from: 

Hudson-Essex  motor  Co.  350. 
General  Lotors  Co. 

Cash  sales  for  today 


: 465. 


of  29-. 


£370. 

April  20 

Cash  sales  to  date  £415. 

Issued  checks  in  payment  of  invoices  of  April  11  less  a discount 


Sold  on  account: 
Pierce  Garage 
Kaplan  bros. 


C 245. 
£310. 


April  23 


f 50. 
75. 


Received  checks  for  bills  of  April  13  loss  29'  discount. 

Cash  sales  £641. 
merchandise  returned  to: 

Hudson-Essex  motor  Co.  on  invoice  of  4/18 
General  motors  Co.  ,T  n i!  4/8 

Kaplan  bros.  returned  (65  worth  of  merchandise  and  gave  us  a 
20  day  note  for  the  balance  less  29  discount  for  bill  of  the  16th. 
Paid  salaries  for  the  week  (95. 

General  expenses  paid  (45. 

April  25 

Sold  Pierce  Garage  on  account  (340. 


Sold  H.  Uhite 

275. 

Sold  C.  Emerson 

135. 

Cash  Sales 

348. 

merchandise  purchases : 

Ford  motor  Co. 

(385. 

Fisk  Tire  & Rob  er  Co. 

314. 

How  Process  Rubber 

250. 

Issued  chocks  for  invoices  of  April  18  less  2%  discount, 
bought  from  IT.  E.  Furniture  Co.  on  account  a desk  for  (75, 


April  26 


Received  checks  for  bills  of  April  15  less  1 discount 
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floods 


made  allowance  of  CIO  to  L.  Jells  on  account  of  defective 


Sales : 

Goo.  Jacobsen  (185. 

Jackson  Garage  205. 

Cash  sales  170. 

April  28 

Purchased  on  account  from: 

Goodyear  Rubber  Co.  £810. 

General  motors  Co.  750. 

Hudson-Kssex  motor  Co.  640. 

Cash  sales  351. 


deceived  check  from  L.  Jells  for  balance  due  less  1 discount. 


yprll  30 


Purchased  on  account  from 
Ford  motor  Co. 

Fisk  Tiro  & Rubber  Co. 
Cash  purchases 
Issued  checks  for  invoices 


. 800. 

' 950. 

1460. 

of  April  25  less  2 discount. 


Sales : 

Cash  sales 

Kaplan  Bros.  on  account 
Paid  salaries  for  the  week 
The  proprietors  each  withdrew 


£815. 

465. 

95. 

; 150  as  salaries. 


Required: 

1.  Four  column  cash  book. 

2.  Sales  book. 

3.  Purchases  book. 

4.  Two  column  journal. 

5.  General  and  subsidiary  ledgers. 
Allovr  5 lines  for  each  account. 

6.  Trial  balance 


Problem  8 


belle  11  & Co. 


Trial  Balance,  December  31,  1926 


Cash 

Accounts  Receivable  (See  Schedule  I) 

Reserve  for  bad  Debts 

merchandise  Inventory 

Furniture  & Fixtures 

Reserve  for  Depreciation 

Accounts  Payable  (See  Schedule  II) 

L.  mcHeil  - Capital 
A.  lexander  - Capital 


: 4550 • 
3500. 

12500. 

2500. 


250. 


300. 

2500. 

10000. 

10000. 

23050. 


: 23050 
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Schedule  I - Accounts  Receivable: 


J.  killer  ! 600. 
R.  Beech  & Co.  500. 
Snow  & Sons  900. 
J.  Lindley  250. 
N.  Stevens  850. 
black  & Co.  400. 


Total  3500. 


Schedule  II  - Accounts  Payable : 

boston  kfg.  Co.  A 1000. 
k.  Gray  & Co.  800. 
b.  Cohen  Co.,  Inc.  700. 


12500. 


The  sumiuarized  and  classified  transactions  for  January,  1927 
are  as  follows: 


Cash  Receipts 

3.  J.  killer  balance  to  dato. 

3.  Snow  k Sons  balance  of  January  1. 

3.  J.  Lindley  balance  to  date. 

6.  Cash  Sales. 

— 7.  Carr  & bond,  bill  of  January  2. 

10.  Ilovey  & Son,  bill  of  January  5. 

11.  R.  beech  & Co.,  bill  of  January  6. 

13.  J.  killer,  bill  of  the  3d. 

13.  Snow  & Sons  bill  of  the  8th. 

15.  Cash  sales. 

15.  J.  Lindley  bill  of  January  10. 

15.  bean  & Bean  bill  of  January  10. 

17.  J.  Grovers,  bill  of  the  6th. 

19.  Black  < Co.  bill  of  the  14th. 

20.  Cash  sales. 

21.  Cash  sales. 

21.  Black  & Co.  bill  of  the  17th. 

23.  Discounted  the  note  of  N.  Stevens. 

23.  bean  & Bean,  bill  of  January  18. 

24.  J.  Lindley,  bill  of  the  19th. 

25.  U.  Stevens,  bill  of  the  15th. 

25.  Snow  A Sons,  bill  of  January  20. 

25.  R*  beech  & Co.,  bill  of  January  20. 

28.  Carr  & nond,  bill  of  January  23. 

— 3^*  Cash  sales. 

Cash  Disbursements 

3.  Boston  .JFg.  Co.  balance  of  January  1 less  2‘  . 

3.  k.  Gray  & Co.  old  balance  less  2 J discount. 

4.  Salaries  to  date  650. 

4.  CoL^.issions  to  date  A 450. 
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7, 

Los ton  Lfg.  Co., 

Invoice  of  January  3. 

7. 

Paid  rent  for  January  1200. 

10. 

Ilov.’e  & '7©  11s  invoice 

of  the  3d. 

11. 

L.  Gray  & Co.  invoice  of  January  6. 

13. 

brown  Brothers  invoice  of  the  8th. 

15. 

Salaries  from  the 

4th  750. 

15. 

Commissions  to  date 

350. 

17. 

L.  Cohen  & Co.  Inc., 

invoice  of  the  11th. 

27. 

t.arcu3  & Co.  Invoice 

of  January  17. 

29. 

Salaries  to  date 

v 700. 

30. 

Commission  « 400. 

31. 

General  expenses 

to 

date  (450. 

31. 

"Withdrawn  Ly  each 

proprietor  ; 250  as  salary. 

Sales 

3. 

Carr  & Bond, 

1/5,0/30, 

J 500. 

3. 

J.  killer. 

2/10,0/30, 

3200. 

5. 

Uovey  & Sons, 

3/5,  1/20,  n/30 

3500. 

6. 

Cash  sales. 

2000. 

G. 

R.  Beech  & Co., 

2/6,  n/20. 

2100. 

6. 

J • Grovers , 

2/5,  n/30. 

2300. 

8. 

Snow  & Sons, 

2/5,  n/30. 

3100. 

10. 

Bean  & bean. 

1/5,  n/20. 

3850. 

10. 

J.  Bindley, 

3/5,  n/30. 

2800. 

13. 

11 . Stevens , 

2/10,  n/20. 

5600. 

14. 

black  & Co. , 

2/10,  n/20 

1250. 

15. 

Cash  Sales 

1500. 

15. 

IT.  Stevens, 

2/10,  n/30. 

2400. 

17. 

Black  & Co., 

3/5,  l/20,  n/30. 

2150. 

18. 

bean  & bean. 

2/5,  n/30. 

2650 . 

19. 

J • Lindley 

3/5,  n/20. 

3600. 

20. 

Cash  Sales 

250. 

20. 

Snow  & Sons, 

2/5,  1/20,  n/30. 

2850. 

20. 

R.  beech  & Co. 

1/5,  n/20. 

3470. 

21. 

J.  Grovers, 

2/10,  n/30. 

2680. 

21. 

Cash  Sales, 

450. 

22. 

J.  miller. 

2/10,  1/20,  n/30. 

3700. 

23. 

Carr  & bond. 

2/5,  n/30. 

1400. 

25. 

Ilovey  & Sons, 

3/5,  n/30. 

1420. 

27. 

J.  Lindley, 

3/5,  1/20,  n/30. 

1240. 

29. 

bean  & bean. 

1/5,  n/30. 

1850. 

31. 

Cash  Sales, 

2475. 

Purchases 

3. 

boston  Lfg.  Co., 

2/5,  1/20,  n/30 

• 2900. 

3. 

Howe  & =ells. 

2/5,  n/20 

2540. 

6. 

M»  Gray  & Co., 

3/5,  2/10,  n/20. 

1475. 

8. 

brown  brothers. 

1/5,  n/30. 

2100. 

11. 

b.  Cohen  Co.  Inc. 

J 

2/5,  1/20, 

3990. 

15. 

Ivors  & Berry, 

3/10,  n/20. 

2350. 

17. 

marcus  & Go., 

2/10,  1/20,  n/30 

3275. 

18. 

Howe  '?ells. 

2/5,  n/30. 

1125. 
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24*  I vers  & berry, 

25*  b.  Cohen  Co#  Inc#, 
27*  L arcus  & Co., 

29#  i . Gray  & Co., 


2/10,  n/30,  02370# 
3/5,  1/20,  n/30,  4510. 
2/10,  n/30  1520. 
3/5,  n/20  2750. 


General  Transactions 

15.  deceived  from  R.  Leech  & Co#  a 30  day  Interest  note  on 

account  for  (500. 

23.  Received  a 60  day  interest  note  for  the  January  13  bill 
less  discount  from  IT#  Stevens. 

31.  Issued  our  30  day  note  for  ( 1400  and  interest  to  apply 
on  account  to  L.  Gray  & Co. 

31.  J.  Lindloy  returned  us  .‘’600  worth  of  merchandise.  The 
merchandise  had  been  purchased  at  a cost  of (450.  from  Marcus 
Z'  Co.  who  accepted  the  goods  back. 

31.  r llov/ed  bean  & bean  (250.  for  defective  goods, 
llote  — Use  four  column  split  journal. 


Record  the  above  facts  on  the  books  of  original  entries  and 
ledgers  and  prepare  the  trial  balance. 

Additional  information: 


1.  Merchandise  Inventory  i 3350. 

2*  fie  serve  for  bad  debts  should  be  adjusted  to  equal  7/  of 
the  accounts  receivable. 

3.  There  are  general  expense  bills  not  recorded  amounting 

to  (785. 


4.  Accrued  salaries  (160. 

5.  Depreciation  12C  per  annum. 


•equired : 


1. 

2. 

3. 

4. 

5. 

6. 
7. 


V/ork  sheet, 
balance  sheet. 

Profit  and  loss  statement. 

Adjusting  entrios. 

Adjusted  trial  balance. 

Closing  entries. 

All  the  ledger  accouhts  properly  closed. 
Post*-closinr  trial  balance. 


Problem  9 


The  Eastern  Lumber  Co.  was  organized  on  April  1,  1927  with  a 
capital  of  : 75,000.  The  balance  sheet  of  the  company  bofofe 
beginning  operation  is  shown  below. 


Cash 

Land 

Buildings 


i 40000.  Capital  Stock  ( 75000. 

15000. 

20000.  

#75000.  (75000. 


. 

. 


. 

* • 

. 

. 


. 


. 


» 


. 


. 

. 

. 

_ 


• . 


. 


. 
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April  4 


Limber  purchases : 

Lain©  Lumber  Co*  2/5,  n/30,  i 5960* 

Bangor  :i  ” 3/5,  n/20  , 8540, 

Carter  n ’’  2/5,  n/30,  10650. 

April  5 

me  rcl  ■ a ndi s e purcha  s e s : 

Vermont  Lumber  Co.  3/5,  n/20,  ; 6540. 

Tic  17  Hampshire  Lumber  Co.  2/5,  l/20,  n/30,  - 4875. 


Sales  of  lumber: 

Foods  Lumber  Co.  2/5,  l/20,  n/30,  53540. 
Locatelli  Building  Trust  2/5,  1/20,  n/30,  5175. 
Johnson  Construction  Co.  3/5,  n/20,  1950. 


April  7 

W gh  saleg  for  the  fay.  | 500. 

Paid  freight  on  purchases  v685. 
Purchased  two  trucks  for  cash  54500. 


April  8 


merchandise  sales: 

Davenport  & Brown  3/5,  l/20,  n/30,  52400. 
Fraser  Pattern  Co.  2/5,  l/20,  n/20,  1150. 

Clark  Construction  Co.  3/5,  n/30,  2950. 

April  9 

Salaries  and  wages  for  the  week  5250. 

Truck  expenses  to  date  ('275. 

General  expenses  to  date  i 885. 
merchandise  Sales: 

Cash  sales  i 1160. 

Longer  building  Co.  2/5,  n/30f  ! 3280. 

Lynn  Building  Co.  3/5,  n/20,  52800. 

Issued  checks  for  invoices  of  April  4 
Paid  for  fire  insurance  policies  ; 460. 
Discounted  a 20  day  note  for  ; 10000. 


April  11 


Received  checks  in  parent  of  bills  of  April  5. 

Note  that  the  discount  is  allowed  whenever  the  last  discount 
day  falls  on  a Sunday  or  a holiday  if  paid  on  the  next  succeeding 
business  day. 

Issued  chocks  In  payment  of  April  5 invoices. 

Purchases : 

maine  Lumber  Co.  3/5,  3/20,  n/30,  4*500. 

Bangor  Lumber  Co.  2/5,  n/30,  8800. 
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Sales  of  lumber: 

Locate  Hi  building  Trust  2/5,  n/30,  (4950. 

Woods  Lumber  Co.  3/5,  l/20,  1 2500. 

Johnson  Construction  Co.  2/5,  1/30,  (1560. 

Cash  sales  (860. 

April  15 

Davenport  & Brown  returned  (350.  on  the  bill  of  April  8. 
made  an  allov/ance  of  50.  to  Fraser  Pattern  Co. 
tecoived  checks  for  the  bills  of  April  8. 
rrCash  sales  for  tho  day  (250. 

Purcha  sed  from : 

Carter  Lumber  Co.  2/5,  l/20,  n/30,  (3500. 

Vermont  Lumber  Co.  3/5,  2/10,  n/20,  25000. 

— V • H.  Lumber  Co.  2/5,  l/lO,  n/30,  (4800. 

April  14 

Sales  for  the  day: 

Davenport  brown,  2/5,  l/lO,  n/30,  2150. 

Clark  Construction  Co.  3/5,  n/30,  (3300* 

Fraser  Pattern  Co.  2/5,  l/20,  n/30,  (500. 

Received  checks  for  bills  of  April  9. 

April  16 


Salaries  and  wages  for  the  week  (300. 

Truck  expenses  for  the  week  (310. 

Genoral  expenses  (430. 

Freight  and  express  ; 490. 
merchandise  purchases: 

Bangor  Lumber  Co.  3/5,  n/30,  (7500. 

Issued  checks  for  invoices  of  April  11. 
rteceived  chocks  for  bills  of  April  11. 

April  18 

Returned  ( 500  of  lumber  of  Carter  Lumber  Co.  on  account  of 
defective  materials. 

Allowed  us  by  Vermont  Lumber  Co.  (200. 

Issued  checks  for  invoices  of  April  13. 

Discounted  a 30  day  note  for  5 5000. 

Sales : 

woods  Lumber  Co.  2/5,  l/lO,  n/30,  (1500. 

Longer  Building  Co.  2/5,  n/30,  1200. 

Johnson  Construction  Co.  2/5,  n/20  1300. 

April  19 

Received  a 30  day  interest  note  froi;  Clark  Construction  Co. 

for  bill  of  April  14  loss  discount. 

Received  checks  in  payment  of  bills  of  April  14. 

Purchases  of  lumber: 

i..a ine  Lumber  Co.  3/5,  l/lO,  n/30,  (2100. 

Carter  Lumber  Co.  2/5,  n/oO  2350. 

Vermont  Lumber  Co.  2/5,  l/20,  n/30  4600. 


4 36. 


April  21 

Issued  check  to  Bangor  Lumber  Co.  for  till  of  April  16. 
Sales : 

Lceatelli  Building  Trust  2/5,  l/20,  : 1850. 

Lynn  building  Co.  2/5,  1/20,  n/30,  1200. 

Fraser  Pattern  Co.  2/5,  n/30  480. 

April  25 

Lerchandise  purchased: 

Bangor  Lumber  Co.  2/5,  l/20,  n/30,  23600. 

II.  II.  Lumber  Co.  2/5,  n/30,  2800. 

Sold  to : 

Clark  Construction  Co.  3/5,  1/20,  n/30,  21350. 

Davenport  & Brown,  2/5,  n/30,  i 1400. 

Salaries  and  wages  2315. 

True]'  expenses  for  the  week  (295. 

General  expenses  for  the  v;eek  (208. 

Freight  and  express  (685. 
received  checks  for  bills  of  ^pril  18. 

April  24 


Sales  of  lumber: 

Johnson  Construction  Co.  2/5,  l/20,  21850. 
Longer  Building  Co.  2/5,  l/20,  n/30,  22200. 
Purchased  from  Paine  Lumber  Co.  2/5,  n/30,  5 3000. 
Paid  for  office  supplies  ! 125. 

Issued  checks  for  Invoices  of  April  19. 

April  26 


Received  checks  for  bills  of  April  21. 

Sold  to  Locatelli  building  Trust  2/5,  n/30,  ; 4450. 

April  28 

Issued  checks  for  invoices  of  April  23 
Received  checks  for  bills  of  April  23 
Purchased  from: 

Bangor  Lumber  Co.  2/5,  n/30,  2100. 

Vermont  Lumber  Co.  2/10,  n/30,  ; 2500. 

Carter  Lumber  Co.  2/5,  n/20,  (3200. 

Sales : 

Clark  Construction  Co.  3/5,  n/30,  : 5450. 
Davenport  & brown  2/5,  1/20,  i 1280. 

Lynn  Building  Co.  2/5,  n/30,  2500* 

Bongor  Building  Co.  2/5,  l/20,  n/30,  3000. 

April  29 

Paid  our  note  due  today* 

Discounted  a 60  day  note  for  12000. 

(eceived  checks  for  bills  of  April  24. 

Paid  invoice  of  April  24. 
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Sold  to: 

Johnson  Construction  Co.  ; 
Fraser  Pattern  Co.  2/5,  n, 


2/5,  n/30,  (3850. 
l/30,  1 860. 


Anril  30. 


Salaries  and  mines  for  the  v/eok  (312. 

Truck  expenses  205. 

General  expenses  to  date  450. 

Freight  and  express  (575. 

Paid  for  equipment  purchased  on  April  1,  - 1500. 

Purchased  from  mine  Lumber  Co.  2/5,  n/30,  : 6300. 

Record  the  above  transactions  in  the  cash  bool:,  sales  book, 
purchases  book,  and  lodgers  and  prepare  the  trial  balance. 

Inventory  (40000.  Unoxpired  insurance  (200.  Supplies  on  hand 
: 100.  Depreciation  of  trucks  33  1/3/  por  annum.  Depreciation  of 
Equipment  12.  per  annum.  Reserve  for  bad  accounts  5f  of  customers* 
accounts . 

Prepare  the  necessary  statements  including  the  work  sheet, 
-close  all  the  ledgers,  and  post- closing  trial  balance. 


The  balance  sheet  of  Jackson  Bros,  on  December  31,  1925  is 
as  follows: 


Problem  10 


Cash 

Notes  Receivable 
Accounts  Receivable 
Inventory 
Equipments 


( 1,750.  Notes  Pa yable 
4,000.  Accounts  Payable 

18.000.  Accrued  ages 

31.000.  A.  Jackson  - Capital 
6,350.  B.  Jackson  - Canital 


20,000. 

20,000. 


150. 


60,100. 


60,100. 


Accounts  Receivable  balances 


Vim.  bliss 
George  Pope 
John  Rich 
R.  Volf 
T.  Fricker 
L.  Hodd 


: 2,500* 
8,200. 
1,700. 
1,400. 
3,050. 
1,150. 


Total  18,000. 


Accounts  Payable  balances 


'I  • Fay 

• Smith 
D.  Lradley 
L.  Tat ton 
J • Eean 


: 5,100. 
3,250. 
2,900. 
4,800. 
2,400. 


Total 


18,450. 


. 


. 


. 


. 


. 


- 


. 


* 


_ 





- 
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The  following  are  the  transactions  for  January,  1926: 

January  3 


bought  from  J*  loan  - 2%  15  days  4,200* 

•Bought  from  D.  Bradley  - \%  10  days  1,500* 

Sold  to  Geo.  Pop©  2 5 days  3,000* 

L*  Rodd  bought  from  us  on  2£,  20  days  2,600. 

Sold  to  Vki*  Bliss  3,850. 

rlotes  Receivable  collected  3,500* 

Collected  from: 

Y/m.  Bliss  (old  balance)  2,500* 

Geo.  Pope  on  account  5,000. 

L.  Rodd  (old  balance)  1,150* 

R.  Rolf  (old  balance)  1,400. 

Payments : 

Tl*  Fay,  on  account  3,200. 

F..  Smith,  on  account  2,000. 

t.  Tat ton,  on  account  4,000. 

Rent  for  January  500. 

Advertising  265. 

Wages  and  Salaries  630. 

Selling  expenses  125* 


* D.  Bradley  is  both  a customer  and  creditor. 

January  10 


Discounted  our  4 months  note  for  ! 3,000. 

Geo.  Popo  returned  goods  sold  him  the  3rd  250. 

Sold  D.  Bradley  on  account  1,800. 

Paid  salaries  and  wages  for  the  week  725. 

Paid  for  notes  2,500. 

Cash  purchases  100. 

Paid  for  supplies  210. 

January  13 

Paid  for  3 years  insurance  on  business  285. 

Collected  old  balance  of  3,200  from 
Geo.  Pope » 

Paid  J.  lean  invoice  of  the  3rd. 


lecoived  30-day  note  f roi . ’ 1..  i liss  for  3,000.  on  account 
Paid  old  Balance  of  D.  j radley. 

Paid  J.  j can  balance  of  December  31,  1925. 

Sold  i 1,350  of  the  equipment  as  it  is  not  needed  in  the 
business,  for  500.  This  equipment  was  purchased  on 
December  31,  1920  and  no  depreciation  had  boon  charged 
for  the  five  years.  The  life  is  estimated  at  10  years. 

January  17 

Sold  .’m.  Bliss  goods  for  1,150.  2/10  n/30 
Geo.  Pope  bought  of  us  3,500  at  2/10  n/30 
Cash  Saies  • 1,850. 


Sold  John  Rich  on  account  • 1,500. 

Paid  D.  Bradley  bill  of  tho  10th. 

Collected  from  T.  Pricker  balance  to  da  to. 
Paid: 

wages  $685. 

General  expenses  175. 

Selling  expenses  120. 

January  21 

bought  merchandise: 

Smith  Co, 000.  at  2/10  n/60 
L*  Tat ton  on  account  1,500. 

D.  Bradley  $2,000.  at  2/5  n/10 

Sold  merchandise  to: 

T.  Pricker  $2,100.  at  2/10  n/30 
H.  Volf  $1,000.  at  1/10  n/20 

January  24 

Paid  to: 

I).  Bradley  bill  of  the  21st 
L.  Tat ton  old  balance  ; 800. 

. ago  s \ 0 ' 0 . 

Office  Supplies  bought'  80. 

Collections : 

Jl..  Lliss  fOOO.  on  account 
J-olm  Rich  old  balance 


January  51 


Sales : 

L.  Rodd  1,500.  on  account 
Geo.  Pope  « 750.  on  account 
T.  Pricker  ; 900  2/10  n/30 
Purchases: 

B.  Tatton  (,3,200;  Iff.  Pay  , 2,000;  J.  Lean  1,200. 
Collections : 

T.  Pricker  bill  of  the  21st  - note  - He  returned  : 300. 
merchandise  on  this  bill. 

lm  Polf  500.  All on  discount  on  this  amount. 

Returned  to  . Smith  $350.  of  merchandise. 

Discounted  our  60  day  no to  for  5,500. 

Paid: 

fames  C’750. 

Advertising  250. 

Selling  expenses  510. 

General  expenses  115. 

decord  the  above  transactions  in  a four  column  cash  book, 
purchases  book,  sales  book,  and  journal,  and  post  them  to 
che  ge  icral  and  subsidiary  lodgers. 

You  aro  also  required  to, prepare: 

1 • Trial  balance 
2.  Adjusting  entries,  if  any 


. 


. 


- 


- - 
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3.  Profit  and  loos  statement 

4.  balance  shoot 

5.  Closing  entries 

— G.  Po3t-closing  trial  balance 

7.  Close  all  the  general  and  subsidiary  lodger  accounts. 

TTote  — Allow  6 lines  for  each  account. 

Inventory  January  31,  1926  • 29,850. 


ProbloiTi  11 

The  Young  Furniture  Co.  deals  in  office  and  household  furni- 
tures which  are  classed  as  A and  B goods,  respectively.  The 
conpany  desires  to  have  neparato  accounts  for  the  two  classes  of 
furniture.  Its  balance  3heet  as  at  Docenber  31,  1925  appears  below: 


Cash  £4,200. 
Notes  receivable  3,500. 
Accounts  Receivable  41,300. 
Inventory  - Goods  A 27,500. 
Inventory  - Goods  B 42,500. 
Unoxpirod  Insurance  1,200. 
Eqiipment  • 3,800. 


124,000. 


Accounts  lecoivable  balances: 
t*.  Clarke 
D.  Arnold 
C.  Ere r son  & Sons 
A • Nugent 
J.  Kina  Co. 

George  Stewart  ' 

Belvln  Eros, 
k . So.  r gent 
King- Joy  Co. 

'lm*  Jhlte 

Total 


Notes  Payable 

\ 8,500 

A c count  s Payable 

26,800 

Salaries  Accrued 

160 

Reserve  for  Bad  Debts 

1,800 

Reserve  for  Depreciation 

1,740 

L.  Young  - Capital 

50,000 

J.  Young  - Capital 

35,000 

124,000. 


1.500. 
2 , 8 50  . 
4,800. 
2,900. 
9,250. 

3.500. 
8,700. 
2,405. 
3,185. 
2,010. 


41,300. 


Accounts  Payable  balances : 

B.  Buckley  & Co.  16,300. 
Stone  Bro  s • 4 , 750 • 
ko ere  & Sons  5,150. 
Cotton  & Nelson  Co.  3,980. 
Hanson  Furniture  Co.  2,720. 
Office  Furniture  Co.  3,900. 


Total  (26,800. 


The  following  transactions  for  January  are  recorded  in  the 
purchases  book,  sales  book,  cash  book  (4  coluuns),  and  four  colurn 
journal;  general  ledger  end  customers 1 and  creditors’  ledgers. 


January  2 


Purchases : 

Stone  Lros.  Class  A,  ; 2,500,  Class  b,  3,850. 
Hanson  Furniture  Co.  Class  t.  14,200. 

Office  Purnitui*e  Co.  Class  A.  3,950. 

Loore  & Sons,  Class  A f 5,100;  Class  B ( 4,650. 


Sales : 

J.  Kins  Co.  Class  A,  (4,500;  Class  B,  i 1,500. 

L.olvin  Bros.  Class  A,  (3,650;  Class  b,  6,750. 

R.  Campbell  Class  b ; 3,500. 

John  Reed,  Class  B { 1,850. 

'/•  Hart,  Class  A,  (2,200. 

C.  Emerson  A:  Sons,  Class  A,  ; 4,100;  Class  b,  (2,600. 
Cosh,  Class  A,  (1,580;  Class  b,  3,475. 


January  5 


Cash  collections: 
ti.  Clark 
D.  Arnold 
A • Ilurent 
C.  Emerson  & Sons 
belvin  Lros. 

Via.  'Thite 
R.  Campbell 
John  Reed 
Hart 


(250. 

175. 

500. 

2,800.  less  2( 
5,000.  less  2(? 
90. 

500. 

350. 

200. 


Payments : 

Advertising 
Rent  for  January 
Salaries  A:  ages 

Selling  Expenses 
General  Expenses 
L.  Buckley  & Co. 
i.,oore  & Sons 
Stone  Bros. 


150. 

1.500. 

450. 

530. 

255. 

3.500.  less  2$ 
2,150.  less  If 
2,000.  less  2% 


January  9 


Sales  Returns: 

C.  Emerson  £ Sons  Class  B (650. 

XU  Hart  (150. 

J.  King  Co.  Class  A,  (340;  Class  b,  (560. 

Purcha s e s Returns: 

Hanson  Furniture  Co.,  Class  E,  750. 

Office  Furniture  Co.,  Class  A,  (450. 

King- Joy  Co.  is  Insolvent  and  offers  50  as  payment  in  full  of 
their  accoimt  which  v/e  accept.  JIOi'E  --  This  is  an  old  account 
Discounted  our  own  90  day  note  at  the  bank  for  (5,000. 


January  12 


Cash  payments: 

Cotton  & Ilelson 
Hanson  Furniture  Co, 
Salaries  & Wages 
Buying  Expenses 
Selling  Expenses 
General  Expenses 


Purchases : 

Cotton  & Ilelson,  Class 
B,  Buckley  & Co,  Class 

Sales : 

Cash  Sales,  Class  A,  i 
J.  King  Co.,  Class  A, 
Kelvin  Bros,  Class  A, 


£3,500.  less  2% 
1,720.  less  V/ 
475. 

340. 

205. 

190. 

January  16 


b,  C 3,800. 

A,  13,100;  Class  b,  { 4,100. 


,680;  Class  B,  1,750. 
1,500;  Class  b,  (2,300. 
1,200;  Class  B,  (2,700. 


Cash  collections: 

J.  King  Co.  (9,250.  less  1% 
i.elvin  Bros.  (3,700.  less  2^ 

C.  Emerson  & Sons  (2,000. 

Geo.  Stewart  (500. 

L.  Sargent  (2,405.  less  Z>% 

Allowed  C50  to  h. . Clark  on  account  of  defective  goods  of  Class  B 


January  19 


Cash  payments: 

Salaries  & Wages 
buying  Expenses 
Selling  Expenses 
General  Expenses 

B.  Buckley  Co. 

Stone  Bros. 

Loo re  & Sons 

Loore  & Sons  allowed  us  (260. 


('350  • 

160. 

225. 

75. 

2,800.  less  1( 
2,750.  less  2 % 
3,000.  less  1% 
on. Class  B goods. 


January  26 


Cash  payments : 

Notes  payable  ('5,500. 
Salaries  & Wages  380. 
General  Expenses  110. 
Office  Furniture  Co.  3,900. 


Sales : 

belvin  Bros.  Class  A 870;  Class  B,  : 2,650. 

C.  Emerson  & Bonn,  Class  B,  3,180* 

Cash  Sales,  Cla  s A,  890;  Class  B,  < 1,780. 


Purchases : 

B.  Buckley  Sc  Co.,  Clasr  A,  2,. 500. 
Stone  Bros.  0 Las  - B,  1,650. 

Janus  ry  51 

Cash  collections: 


!”elvin  Bros. 

• 2,650. 

C.  "merson  & Sons 

4 ,000  . 

less  2 

- — Cash  Pales,  Class  A 

350 . 

Class  B 575 

Cash  payments : 

Stone  Bros. 

• 6,350. 

less  2 

llotes  Payable 

3,000. 

Pa ns  on  Furniture  Co. 

1 ,000 . 

£ e 1 1 inp  Tr  xpe  ns  es 

OCX  u 
<&  1 \J  • • • 

Euyinp  Expenses 

>6 . 

Add  it ional  inf or mat ion : 

Equipment  depreciation  is  at  the  rate  of  1%  per  month. 

Accrued  salaries  and  wares  125. 

Reserve  for  bad  debts  should  be  increased  to  6%  of  the 
accounts  receivable. 

All  the  expenses  should  be  divided  so  that  each  class  of 
pood  bear  a fair  proportion  and  profit  determined 
on  each  class  of  pooas  as  follows: 


Rent  in  proportion  to  rro9s  sales. 

Buying  expenses  in  proportion  to  pross  purchases. 

Selling  and  peneral  expenses,  payroll,  and  depreciation,  in 
proportion  to  pross  sales. 

Inventories,  Class  , 26,700;  Class  13,  59,600. 


RF'  ’ LIFT) : 


1.  or!  Sheet  (12  columns) 

2.  Profit  and  loss  Statement 
5.  C os  in/-  Thn  tries 

4.  Balance  hee t 

5.  Ferecntape  of  profit  to  cost  and  sales  ur  ice 

for  each  class  of  poods 


The  net  rofit  i°  divided  in  proportion  to  the  capital. 
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Problem  12 


C.  bryan  and  P.  Darrow,  on  January  1,  1926,  agree  to  pro 
into  the  hardware  business  by  investing  7,000.  and  5 5,000.  in 
cash,  respectively. 

They  desire  to  have  a simple  system  of  accounts  with  the 
following  record  boohs. 

Purchases  record  used  to  record  merchandise  purchases, 
assets  purchases,  and  all  exnenses  incurred.  This  is  accomplished 
by  the  so-called  voucher  system. 

Columns  from  left  to  right  are  - Date,  Voucher  ITo.,  Account 
Name,  Explanation,  Vouchers  Payable,  Purchases,  Freight  In, 

Selling  Expenses,  Shipping  Expenses,  Administrative  ’xnenses. 
Payroll,  Sundries  - including  columns  for  account  name,  ledger 
folio,  and  amount,  and  when  and  how  paid,  providing  for  date 
paid  and  check  no. 

Sales  Look  with  three  columns  - Sales  on  Account,  Cash  Sales, 

and  Total. 

Cash  Receipts  Book  with  four  columns  - Net  Cash,  Accounts 
Receivable,  Cash  Sales,  and  General. 

Check  Register  with  four  columns  -Net  Cash^ Purchases 
Discounts,  Vouchers  Payable,  and  General. 

Journal . 

General  Ledger  with  the  following  accounts: 

Cash 

Accounts  Receivable 
Inventory 

Delivery  Equipment 

Reserve  for  Depreciation  of  Delivery  Equipment 
Furniture  and  Fixtures 

Reserve  for  Depreciation  of  Furniture  and  Fixtures 

Deferred  Charges 

Ilotes  Payable 

Vouchers  Payable 

Accrued  Expenses 

C.  bryan  - Capital 

F.  Da r row  - Capital 

Purchases 

Freight  In 

Sales 

Selling  Expenses 
Shipping  Expenses 
Administrative  Expenses 
Payroll 

Purchases  Discounts 

Note:  — Allow  five  lines  for  each  account. 

Customers*  Ledger 


Vo.  No.  1. 

Vo.  No.  2. 
Vo.  i • o . 3 . 
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January  2 

Purchased  trucl:  from  Kenshaw  ^otor  Co.  for  2,000. 
payable  ( 500.  on  the  10th  of  each  month  until  fully 
paid. 

Furniture  and  Fixtures  bought  for  cash  (.,2,850.  from 
II.  E.  Furniture  Co. 

Invoice  for  merchandise  from  J.  Hill  & Co.  j 2/10 
(4,300. 


NOTE:  In  practice  a voucher  is  made  out  for  each  purchase  of 

merchandise,  supplies,  expenses,  or  services,  therefore, 
the  student  is  required  to  keep  a record  of  the  voucher 
numbers  in  the  Voucher  ocord. 


Purchases : 

H.  Giles  & Son  2/ 
Bushman  & Co.  w 2/K 


10 

10 


■ 3,400. 
2,500. 


Freight  In 

( 115 

Shipping  Expenses 

218 

Selling  Expenses 

320 

Adm.  Expenses 

156 

Payroll 

300 

es : 

Cash  Sales 

s 1,210 

On  Account  - 

C • leeks 

560 

J • Garbe  r 

615 

0.  Potter 

810 

Cash  Parents : 

J.  Hill  & Co.*s  voucher 
Voucher  2 
Expense  Voucher 


January/-  9 


Purchases : 

miller  & Co.  & 2/10  $ 210. 

J.  Hill  & Co.  ^ 2/10  2,360. 

Giles  & Sons  j 2/l0  1,410. 

Freight  In  (Issue  check  for  it)  85. 

Expenses : 

Shipping  190. 

Selling  328. 

Administrative  210. 

Payroll  320. 

Sales : 

Cash  Sales  2,895. 

T.  Loore  1,590. 

R.  Johnson  915. 

S.  Alexander  & Son  1,122. 

Cash  deceived: 

C.  -desks  bill  of  Jan.  2 


— 
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J.  Garber  bill  of  Jan*  2.  llote  — 165  of  merchandise  has  boon 
returned* 

0.  Potter  bill  of  Jan.  2. 

Cash  Payments : 

Expense  voucher 

Giles  & Sons  voucher  of  Jan.  2. 

Bushman  & Co.*s  voucher 

Purchased  additional  furnituro  for  the  office  from  II.  E.  Furniture 
Co*  for  50*  on  account. 


January  16 


Purchases : 


Bushman  & Co.  L 2/10 

: 1,512 

miller  & Co.  ...  2/10 

1,000 

Giles  2:  Sons  on  account 

818 

Expenses : 

Freight  In 

79 

Shipping 

201 

Selling 

289 

Administrative 

198 

Payroll 

310 

Sales : 

Cash  Sales 

2,757 

C.  Weeks 

861 

J.  Garber 

579 

0.  Potter 

1,682 

Cash  Received: 

f.  Loo re  bill  of  Jan.  9 
H*  Johnson  bill  of  Jan.  9 


Cash  Payments: 

II.  E.  Furniture  Co.  voucher  of  Jan.  9 
J.  Hill  & Co.  voucher  of  Jan.  9 
Giles  & Son  voucher  of  Jan.  9 
Issued  our  note  to  miller  & Co.  for  voucher  of  Jan.  9 
Paid  the  first  payment  on  the  truck. 

Ilote  — make  a red  ink  entry  in  tho  voucher  Register  for  it,  as  it 
is  a partial  payment. 

January  25 


Purchases : 

J.  Hill  & Co.  1/10  Cl, 100. 

Giles  & Son  1/10  714. 

miller  L Go.  2/l0  l,ol < . 

Purchased  of  The  Remington  Machine  Co.  a typewriter  for  100. 
Sales : 

Cash  Sales  (1,912. 

T*  Moore  1,013. 

H.  Johnson  865. 

Cash  Receipts: 

S.  1 lexander  & Son  bill  of  Jan.  9 


. 


- 


. 

. 

. 


Cash  Payments : 

Expenses : 

Freight  In 

Shipping 

Selling 

Administrative 

Payroll 

killer  and  Co,  voucher  of  Jan#  16 
Returned  (150.  of  merchandise  to  Giles 
voucher  of  Jan#  16. 


v67. 

158. 

171. 

118. 

265. 

& Son  to  apply  on  the 


January  50 


Purchases : 

Hubbard  A.fg#  Co.  (2,455. 

J.  Hill  & Co.  2,192. 

killer  & Co.  1,584. 

bushman  & Co.  3,286. 

Expenses : 

Freight  in  279. 

Shipping  176. 

Selling  215. 

Administrative  179. 

Payroll  305. 

Sales : 

Cash  Sales  2,972. 

C.  Weeks  583. 

J.  Garber  467. 

0.  Potter  365. 

T.  koore  988. 

H.  Johnson  1,123. 

S.  Alexander  & Son  850. 

Cash  Receipts: 

C.  ,’eeks  bill  of  Jan.  16 
J.  Garber  bill  of  Jan.  16 
0.  Potter  bill  of  Jan.  16 
Cash  Payments: 


Giles  & Son  voucher  of  Jan.  16.  ITote  — 150.  of  merchandise 

was  returned  on  this  voucher, 
bushman  & Co.  voucher  of  Jan.  16. 

Complete  the  postings  for  the  month  and  draw  up  the  trial  balance. 
Additional  information: 

‘ihe  life  of  the  delivery  equipment  is  4 years,  and  life  of 
the  furniture  and  fixtures  is  8 years. 

Estimated  loss  on  bad  dccounts  If  of 


Accrued  expenses: 

Shipping 

(25 

Selling 

41 

Adminis  tra  tivo 

19 

Payroll 

50 

sales 


448. 


Insurance  premiums  paid  wore  charged  to  selling  expenses. 
The  unexpired  insurance  on  Jan.  51  is  -275. 
i.orchandise  inventory  C 10,475. 

Required: 

1.  work  Sheet. 

2.  Adjusting  entries. 

3.  Profit  and  loss  statement. 

4.  Balance  sheet. 

5.  Closing  entries. 

— 6.  Post-Closing  trial  balance 


CHAPTER  XIV 
Problem  1 

From  the  following  items  compute  the  value  of  the  goods  on 


hand  at  December  31: 

Inventory  at  January  1 §' 75, 000. 
Raw  i materials  Purchases  262,000. 
Direct  Labor  81,000. 
Lanufacturing  Expenses  31,500. 
Sales  465,000. 
Gross  Profit  on  Sales  103,000. 


Problem  2 


The  cost  records  of  the  Sargent  mfg.  Co.  show,  in  part,  the 
following  Information: 

Raw  materials  used  In  finished  goods  for  the  year 
Inventory  of  raw  materials  at  December  31 
Inventory  of  raw  materials  at  January  1 
Inventory  in  process  of  manufacture  at  January  1 
Inventory  In  process  of  manufacture  at  December  31 
Required:  Schedules  showing:  — 

(a)  Raw  materials  used 

(b)  Raw  materials  purchased 

Problem  5 

On  January  1,  1926,  The  Standard  i*fg.  Co.  has  on  hand  500  units 
of  class  A goods  costed  at  (10.  per  unit.  During  the  six  months,  it 
manufactures  20,000  units  of  class  A goods  at  an  average  cost  per 
unit  of  as  follows : 

materials  and  Supplies  (4*50 

Labor  2.50 

mfg.  Expenses  3.00 

19,500  units  were  sold  during  the  six:  months  ending  June  30, 
1926  at  an  average  price  of  50/  above  cost. 

The  operating  expenses  have  been  25f  of  the  sales. 

Prepare  a prof it  and  loss  statement  showing  number  of  units 
and  amounts. 

bhat  is  the  per  cent,  of  net  profit  to  — 

(a)  Sales?  (c)  Unit  cost? 

(b)  Cost  of  Sales?  (d)  Unit  sale? 


b 26 5, 000. 
32,600. 
41,500. 
27,800. 
34,000. 
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Frol. lei..  4 

Oxford  motor  Company 

Ra\7  materials  Inventory  l/l/25 
Goods  in  Process  Inventory  1/1/25 
Finished  Goods  Inventory  1/1/25 
Ha w materials  Purchases 

vet.  & Allowances 

Freight  In 

Buying  and  Receiving  Expenses 

Direct  Labor 
Indirect  Labor 
Supe r in te ndenc e 
machinery  Repairs 
Factory  Repairs 
Factory  Supplies  used 
misc.  Factory  Expenses 
Fact  or y De  pre  c la t ion 
machinery  Depreciation 
Sales 

Sales  Ret.  & Allowances 
Selling  Expenses 
CoiLLdssions 
Advertising 
Office  Salaries 
General  Expenses 
Purchases  Disc omits 
Interest  Received 
Sales  Discount 
Interest  Paid 

Raw  materials  Inventory  12/51/25 
Goods  in  Process  ::  12/51/25 

Finished  Goods  11  12/31/25 


; 22,000. 
18,000. 

32.000. 

125.000. 

2.500. 
1,800. 

4.200. 

35.000. 

5.500. 

4.000. 

1.500. 
250. 

2,150. 

3.600. 
1,750. 
1,800. 

250.000. 

2.600. 

7.500. 

8.000. 
2,125. 

12.500. 
6,000. 

1.500. 
125. 

2.200. 
250. 

14.500. 
5,400. 

27.500. 


From  the  above  figures  prepare: 

1.  manufacturing  statement 

2.  Profit  and  Loss  Statement 


Problem  5 


Lhe  nominal  accounts  of  the  ITorth  manufacturing  Co.  are  as 
shown  below: 

•Inventories  at  January  1,  1925: 


Raw  materials  5 18, 500. 

Finished  Goods  22,900. 

Goods  in  Process  12,700. 

Sales  275,000. 

Purchases  81,000. 

Purchases  Returns  2,500. 

Freight  In  3,000. 

Direct  Labor  73,600. 

Indirect  Labor  8,700. 

Factory  Supplies  7,200. 

Superintendence  6,000. 

Repairs  of  ma chine ry  3,400. 


450 


Depreciation  of  machinery  i ’'4,650* 

Sundry  Factory  Expenses  2, GOO. 

buying  & Receiving  Expenses  4,950. 

Selling  Expenses  10,100. 

Commissions  8,500. 

Office  Salaries  3,800. 

Administrative  Expenses  4,200. 

bad  Debts  2,500. 

Purchases  Discount  8,200. 

Sales  Discounts  27,300. 

Interest  Received  850. 

Inventories  at  December  31,  1925: 

Ra\7  bate  rials  15,360. 

Goods  in  Process  10,000. 

Finished  Goods  19,300. 


Prepare  operating  statements  and  closing  entries. 

Problem  6 


The  Boston  Press  Pfg.  Co.  presents  to  you  the  trial  balance 
as  at  December  31,  1925,  end  asks  you  to  prepare  statements 
showing  the  condition  of  business  for  the  year  just  closed. 


Cash 

1,511. 

Accounts  Receivable 

9,150. 

Machinery 

4,365. 

Office  ? quipruent 

540. 

Accounts  payable 

7,650 

0.  Capulet  — Capital 

5,000 

A.  : ontegue  --  Capital 

5,000 

Calcs  of  Dresses 

48,650 

Dresses  e turned 

1,160. 

Purchases  of  Cloth 

22,210. 

Linings  Purchases 

4,581. 

Dress  Supplies 

1,975. 

Factory  Labor 

12,100. 

Rent 

2,400. 

Power 

965. 

Heat  & Light 

286. 

Insurance 

315. 

Supervis ion 

2,500. 

Depreciation  of  Machinery 

435. 

Depreciation  of  Office  Equipment 

60  • 

packin  Boxes 

162. 

Office  Supplies 

145. 

Office  Expenses 

684 . 

: is  cel lane ous  Factory  Expenses 

412. 

Purchases  Discounts 

421 

Sales  Discounts 

765. 

66,721. 

66,721 
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UnexpirecL  insurance  165,  row  materials  on  hand  2,184,  fin- 
ished foods  on  hand  4,510, 

Prepare  the  necessary  statements  and  closirv  entries. 

Problem  7 

The  Lott  Manufacturing  Co. 

Trial  Balance,  December  51,  1025 


achinery 

Fa  c tory  Bu  i Id  i rig  s 


Cash 

Accounts  r eceivable 
Inventory,  January  1,  1925 
Haw  T'ater  ia Is 
Goods  in  process 
Finished  Goods 
achinery 

reserve  for  he  re.  of 
Factory  Buildings 
Reserve  for  D^pre.  of 
Fur n i tur  c F F ix  tu  r e s 
Reserve  for  Deere,  o t n*  & Fix. 

Treasury  Stock 
Unissued  Stock 
’ otes  Payable 
c counts  Payable 
Capital  Stock  Authorized 
5 urplus 

law  aterials  Purchases 
Raw  aterials  Purchases 
Allowance 
Freight  In 

Buying  o : eceivinp  Expenses 
Direct  Labor 
Indirect  sbor 
Su  erintendence 


Returns  and 


■achinery  or airs 

Factory  ’ e pairs 

Supplies  Used-T ac tory 

viscellaneous  factory  Expenses 

Factory  Depreciation 

? achinery  Depreciation 

Sales 

Sales  returns  - Allowances 

Selling  ' .xperises 

Co . iss  iO:iS 

Advert i si ng 

Office  Salaries 

General  ' xpenses 

Purchases  Discounts 

Interest  received 

Sales  Discounts 

Interest  laid 


5,000. 

41.000. 

12 .000. 

a, ooo. 

32 .000 . 

18.000. 

3 , 

2,500. 

5,000. 

If ,000. 


125,000. 


,5 

5,500. 
500 . 


10,000. 
1.  ,000. 
100,000. 
12,500. 


2,  00. 

1,800. 

4 .200 . 

35,000. 

5.500. 

4.000. 

1.500. 

250. 

2,150. 

5.600 . 

1,750. 

1,800. 

250,000. 

2.600. 

7.500. 

8.000. 

2 , 125 . 

12 , 500 . 

6,000. 

1 , 500 . 

125 . 

2.200. 

250  . 


399,225.  399,225 


* 


' 

, 
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Inventories,  December  51,  1925: 
Raw  Materials 
Goods  in  process 
Finished  Goods 
Required : 

(1)  Manufacturing  Statement 

(2)  Profit  & Loss  Statement 

(3)  Balance  Sheet 

( 4 ) C 1 os  i nr  E n tr  ie  s 


14  , 500* 
5 , / 

27,500. 


Problem  8 

The  post  closinr  trial  balance  of  the  Cambridge  Machine  ’ orks, 
together  with  the  transactions  for  the  six  months  ending  June  30, 
1926  are  given  you  with  a request  that  you  prepare  a balance  sheet, 
operating  statements  ana  a comparative  balance  slieet  for  the  period 
in  question. 


Cash 

Motes  receivable 
Motes  receivable  Discounted 
Accounts  eceivable 
Reserve  for  bad  debts 
Raw  Materials 
Goods  in  Process 
Finished  Goods 
Interest  eceivable  Accrued 
Deferred  Charges 
Machinery  &*  Equipment 
eserve  for  Deere,  of  machinery  & equip. 
Furniture  & Fixtures 

Reserve  for  Depre.  of  Furniture  & Fix. 

Notes  payable 

Accounts  Payable 

Interest  Payable  Accrued 

Accrued  ' xpenses 

Capital  Stock 

Surplus 


• 4,750. 
15,800. 

41,645. 

19,480. 
14,890. 
34  ,210. 
110. 
1,560. 
21, 

2 , 150 . 


. 156,095 


- 10,000. 
833. 


4,300. 

. 

20,000. 
35,675. 
100. 
725. 
7: ,000. 

156 ,095 . 


Summaries  of  books  of  original  entry: 

Sales  Book: 

Cash  Sales 

— Sales  on  account 
Voucher  Register: 

Vouchers  Pa. able 
• Raw  Materials 
Fre ight  In 
Factory  Supplies 
— Direct  labor 

Manufacturing  Expenses 
Selling  Expenses 
dminiatrative  -xpenses 


12,560. 
254 ,610. 

218,895. 
109,715. 
4,624. 
9,113. 
52,657. 
21,  37  . 

7,810. 

10,364. 


' 


. 


Sundries  consisting  of: 

Lathe  achine  Mo.  7 

. 2 , H00 . 

Adding  Machine 

175. 

■ 2,975 

Cash  Receipts: 

Het  Cash 

, 271,787 

Sales  Discounts 

4,564 

Accounts  eceivable 
Sundries  consisting  of: 

247,61.- 

Interest 

376. 

Cash  Sales 

12,560. 

Motes  Receivable 

1.  ,800. 

28,736 

Cash  payments : 

Ret  Cash 

271,913 

Purchases  Discounts 

3,112 

Vouchers  Payable 
Sundries  consisting  of: 

224,760 

Interest  Pa  id 

, 265 . 

Motes  Payable 

20,000. 

-Liberty  Bonds  (4)) 

30,000. 

50,265 

Journal : 

Sales  Returns  & Allowances 

4,124 

Motes  Received  from  customers 

12,000 

The  notes  receivable  discounted  1 
Inventories  at  June  30,  1926: 

have  been 

paid . 

Raw  I a ter ia Is 

13,645 

Goods  in  Process 

12,870 

Finished  Goods 

32,320 

Deferred  charges 

1,240 

deferred  charges  through  manufacturi  r expenses. 

Interest  receivable  accrued  14  4 

• 

Accrued  expenses  650.  --  Adjust 

through 

manufactur ing 

Mote- -The  business  was  organized 

January 

1,  1924- 

Interest  payable  on  .April  1 and  October  1. 


problem  9 


The  Tovelty  Shoe  Tf  . Co. 


Trial  Balance  December  31,  1925 . 


Cash 

Motes  eceivable 

Accounts  eceivable 

Reserve  for  Bad  Debts 

Finished  ooc  s Inventory  l/l/25 

Goods  In  Process  " l/l/25 

Rav/  I'aterials  “ 1/1/25 

Factory  Supplies  on  Hand  l/l/25 

Machinery  & Equipment 

Machinery  S-  Equipment  Depre.  Reserve 

Dies,  Lasts,  fr  Patterns 

Dies,  Lasts,  5 Patterns  DPpre . reserve 

Office  Equipment 


I,  £ ,650 . 
18,000. 
185,400. 

29.500. 
12,600. 
15,755. 

3,460. 

12.500. 


56,850. 


3,200. 


453. 


Mote--Ad just 
expenses . 


1 , 850 . 

2,300. 

1.  ,. 


. 


' 


' 


■ ■ • 


■ 


‘ 

* 

. 
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Office  qulpment  depre.  Reserve 

Deposits  for  Electric  & Gas  deters 

Notes  payable 

Accounts  Payable 

Dividend  payable 

Capital  Stock 

Surplus 

Reserve  for  Contingencies 
Sales 

Sales  . eturns 

Purchases-  (aw  a ter ia Is 

Purchases-Fac tory  Supplies 

purchases  eturns-Raw  later ia Is 

Direct  Labor 

Indirect  Labor 

Supervision  of  Factory 

Rent 

Royalties  of  ! achines  Rented 
Machinery  .epairs 
Freight  In 
Insurance 

Puying  S Receiving  Expenses 
Selling  Expenses 
Freight  Out 

General  Gdminis trative  "ytenses 
Purchases  Discount 
Interest  Income 
Sales  Discounts 
Interest  Expenses 


40. 


17,560. 
231,475. 
14 ,610. 


405,890. 
16  ,250. 
13,020. 
24  ,000 . 
48,500. 
4,950. 
9,680. 
2,750. 
13  ,600. 
47,590. 
11,600. 
23  ,800. 


36,820. 

3,850. 


If  ,000. 
87,550. 
10,000. 
200,000. 
51,500. 
12,000. 
858,750. 


7,450. 


,140. 

750. 


1,268,900.  1,268,900. 


Depreciate — Machinery  & Equipment  12  ; Dies,  Lasts,  Patterns 
25  ; Office  Equipment  10:  . TJnexrired  Insurance  1150.  Reserve  for 
Bad  debts  is  to  be  increased  to  5 of  customers  accounts.  i^abor 
Accrued--Direct  5150;  Indirect  360.  Royalties  accrued  850. 

— In'  entories  at  December  31,  1925— Finished  goods  46 ,560;  Goods  in 
Process  21,800;  Raw  materials  28,600;  Factory  Supplies  .4,680. 


Required : 

(a)  ork  Sheet  (12  columns)  with  special  columns  for  rnanufact  iring 

(b)  Statement  showing  cost  of  goods  manufactured. 

(c)  Profit  & Loss  Statement 

(d)  Balance  Sheet 


Problem  10 

The  bookkeeper  of  Tie  Simplex  ! fg.  Co.  is  unable  to  complete 
the  postings  for  the  month  ana  prepare  the  monthly  operating  and 
financial  statements,  therefore,  the  company  asks  you  to  do  so  from 
the  following  information: 


— 


■ 

. 


\ 


. 


- 


Cash 

. 2,450 

Notes  eceivable 

15,000 

Accounts  Receivable 

123,650 

Reserve  for  Bad  Debts 

3,160 

Inventories,  June  1,  1925: 

Trading  Goods 

45,400 

Manufactured  Goods  Finished 

58,350 

Goods  in  Process 

26,800 

. aw  Materials 

20, m 

Factory  Supplies 

3,480 

Mach inery 

65,000 

Reserve  for  Derre.  of  Machinery 

19,500 

Factory  Buildings 

85,600 

Reserve  for  Depre  • of  Factory  Bldgs. 

8,690 

Office  Tquipment 

2,975 

Reserve  for  Depre.  of  Office  quip. 

765 

Deferred  charges 

1 ,410 

llotes  Payable 

20,000 

Vouchers  Payable 

148,984 

Accrued  Liabilities 

3 , 140 

For tgage  Payab le 

35,000 

Capital  Stock  Preferred 

' 0,000 

Capital  Stock  Coran  on 

100,000 

Surplus 

6u ■ !■  " Profit  & Loss  (e-v 

48,000 

14,486 

Rent  of  Offices  (Debit) 

1,500 

Summary  of  Voucher  Register; 

Vouchers  payable 

257,299 

Raw  Materials 

98,582 

Trading  Goods 

102,794 

Freight  in  on  Trading  Goods 

3,189 

Freight  Out 

2,976 

Commissions 

4,100 

Selling  Expenses 

3,24; 

Adra in i s tra t ive  Et * e nse s 

4,452 

Bu  i Id  i nr  Ma  in  t en  an  ce 

1,853 

Direct  Labor 

18,241 

anufac turinp  Expenses 
Sundries 

13 ,367 

4,500 

Sales  Book  Summary: 

M anufac tur ed  G ood  s 

164  ,740 

Trading.  Goods 

12:  ,115 

Sales  Returns  Summary: 

Manufactured  Goous 

3 , 1 12 

Trading  Goods 

3,075 

Furchases  e turns  Surat  ry: 

Raw  ? aterials 

1,850 

Trading  Goods 

2,463 

Cas  i 'eceiots  Summary: 

Met  Cash. 

278,874 

Sales  Discounts 

2,385 

Accounts  Receivable 

271,259 

General 

10,000 

: : 


. 

. 


\ 

■ 


' 
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Cash  Payments  Nummary : 

Net  Cash  $ 269,751. 

Purchases  Discounts  2,754. 

Vouchers  Payable  266,985. 

General  5,500. 

Note  Eook  Summary: 

Notes  Received  6,800. 

Notes  Given  8,000. 


Other  Information: 

An  account  of  i 850.  cannot  be  collected 
Depreciation : 

T'achinery  12 
Factory  Buildings  3 
Office  Equipment  8 

Deferred  Charges  1200  Note— Adjust  it  through  the 
I anufac turinr  ' menses  account. 

Accrued  Liabilities  £2  ,560— Adjusted  as  deferred  charges 
Inventories,  June  30,  1926: 

Trading  Goods  .29,820. 

I Manufactured  Goods  Finished  .53,950. 

Goods  in  Process  . 24  ,300  . 

Raw  Materials  . 16,725. 

Factory  Supplies  1,260. 

CHAPTER  XV 

Problem  1 


Anderson  and  Billings  form  a partnership  at  will  to  conduct 
a trading  business  by  investing  10,000.  in  casn  each. 

Prepare  journal  entries  showing  the  opening  of  the  books. 

problem  2 


Cassius  and  Donald  agree  to  form  a partnership  on  January  1, 
1926  by  investing  10,090.  and  15,000.  respectively.  On  January  5, 
1926,  Cassius  pays  into  the  business  8,000.  and  Donald  ,12,000. 

Make  journal  entries  to  record  v/hat  the  partners  agreed  to  do 
and  what  they  actually  did  • 


Problem  3 


Arnold  and  Eillett  agreed  to  enter  into  partnership  and  invest 
eq '.ally  cash  or  ot her  property  amount  ing  to  15,000.  each.  Arnold 
contributes,  cash  • . ,000.  and  merchandise  . 1 >,000.  and  Billett 
transfers  to  the  business  a store  building  costing  15,000.  in 
December  1918,  with  a life  of  40  years  and  pays  cash  for  the 
balance.  'he  agreement  is  entered  into  on  January  1,  1926. 

Record  the  above  facts  in  journal  form  under  two  methods  s it- 
able  for  the  starting  of  a double  entry  set  of  books. 


. 

. 


m 

* 


m 


. 


. 


. 
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Problem  4 


Falcon,  George,  and  Hamilton  start  business  as  equal  partners 
on  April  1,  1926. 

Contributions  were  made  as  follows: 

Falcon: 

Cash  . 1,500. 

One  4 month  note  receivable  (with  interest  accrued  thereon 
for  30  days).  (3,000. 

Merchandise  valued  at  i 4,000. 

Accounts  receivable  ; 3,500. 

George : 

Real  estate  with  a life  of  35  years, 
built  in  January  1920 
Cash 
Hamilton:  -* 

Bonds  with  interest  payable  January  1, 
and  July  1,  of  each  year 
Merchandise 

Delivery  truck  with  a life  of  four 
years  purchased  1/1/25  3,600. 


12,000. 

1,000. 


5,000. 

4,500. 


On  June  30,  1926,  the  following  trial  balance  is  taken  from 
the  partnership  books: 


Cash 

: 4,500. 

Accounts  receivable 

28,600. 

Eotes  Receivable 
Merchandise 

3,000. 

; 2,500 

Real  state 

12,000. 

Delivery  Truck- 
Accounts  Payable 

3 , 600 . 

18,950 

Balancing  Accounts 
^Expenses 

7,850. 

38,100 

C 59,550 • 159,550. 


♦Expenses  operating  expenses  + Other  Charges  - Other  Ir>cc 
r 1 1 or  oh  ta  inab le  i if  a-  a ti  on  i s - 


Inventory  .15,400. 

Sales  67,250. 

Sales  Returns  1,400. 

Jurchases  55,700. 

purchases  returns  550. 

Required : 


1.  Entries  to  correct  the  trial  balance  in  regard  to  the 
opening  of  the  books. 

2.  If  any  partner  has  a carital  less  than  the  others  he  will 
pay  the  difference  in  cash. 

3.  Adjusted  trial  balance. 

4.  profit  and  loss  statement. 

5.  Balance  sheet. 

6.  Schedule  of  partners’  accounts. 


— 


— 
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Problem  5 

Kimball  and  Lewis  are  equal  partners  in  a certain  business 
with  a capital  of  . 9,000.  and  6,000. 

On  January  1,  1926,  they  decide  to  admit,  in  the  partners  ip, 
Wanning  on  one-third  interest  upon  his  payment  to  them  , 5,000. 

1.  (a)  How  should  the  5,000.  paid  by  Panning  be  divided  be- 

tween the  old  partners,  Kimball  and  Lewis?  7v,y? 

(b)  - hat  entry  or  entries  for  the  admission  of  Panning 
would  you  make? 

2.  Assuming  that  they  decide  to  have  the  capital  equalized: 

(a)  Prepare  entries  to  reflect  the  change. 

(b)  Show  how  the  cash  s ould  be  dividedd 

(c)  Prepare  schedule  of  partners  accounts  showing  ad- 
jus  tments . 


Problem  6 


The  balance  sheet  of  ?'.  Anthony  on  December  51,  1925,  is  as 

shown  below. 


Cash 

Accounts  Receivable 
Merchandise 
Equipment  (cost) 


• 1,500.  Notes  Payable 
7,400.  Accounts  payable 
6,850.  Anthony-Capital 

2,800. 

18,550. 


: ,000. 
6,550. 
10,000. 


18,550. 


On  the  same  day  he  enters  into  an  agreement  with  George  Blair 
to  admit  him  as  an  equal  partner  on  the  following  terms: 

1.  Accounts  receivable  to  be  valued  at  .7,000. 

2.  Depreciation  of  equipment  to  be  shown  at  8350. 

3.  here  landise  valued  at  6600. 

4.  r.  Blair  to  pay  in  the  business  10,000. 


prepare  the  necessary  entries  to  give  expression  to  the  above 
agreement : 

(a)  ith  good  will  shown  on  the  books 

(b)  * ithout  goodwill 


roblem  7 


John  Black  and  illiam  Clarke  are  equal  partners  with  a cap- 
ital of  20,000.  and  2;  ,000.  respectively. 

After  being  in  business  six  months,  the  books  show  assets 
P 70 ,000 • and  liabilities  .80,000.  On  this  day,  Jnne  30,  1926,  they 
decide  to  admit  H.  Doris  on  one-t  ird  interest,  hr.  Doris  pays 
cash  for  his  share. 

1.  Prepare  a statement  for  1 r.  Doris  show  inf  how  much  he 
should  pay  in  the  business,  make  an  entry  showing  t o change,  and 
set  up  a schedule  of  the  partners’  accounts. 


* 
. 


' 
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2.  Assuming*  that  tlie  new  p rtner  paid  : 30, 000.  for  the  third 
interest,  what  entries  would  you  make: 

(a)  With  goodwill? 

(b)  ithout  goodwill? 

Problem  8 


Young  and  'villard  are  partners  with  capital  accounts; 

Young  v 23 ,000 . 

Willard  10,000. 

On  July  1,  1926,  they  decide  to  admit  Vinal  to  one-fourth 
— interest  upon  paying  to  th«e  Young  and  ' iliard: 

(a)  9,000.  That  entries  would  you  raake? 

(t)  • 11,000.  lake  necessary  entries. 

( c )  13 , 000 . S how  the  re qu ir ed  en tr i es  . 

If  Vinal,  instead  of  buying  an  interest,  made  an  investment 
in  each  of  the  above  cases,  what  entries  would  you  make  under 
(a),  (b),  and  (c)?  Where  goodwill  appears,  solve  both  with  and 
wit  out  goodwill. 

Prepare  schedules  of  partners’  accounts.  V5\ 

problem  9 

A.  Bond  started  in  business  in  January  1924  with  a capital 
of  , 6,000. 

— - In  January  1926,  just  before  he  admitted  C.  as  a 

partner,  his  balance  sheet  was  as  follows: 

Cash  $500.  Accounts  payable  $3,800. 

Accounts  Receivable  3,400.  A.  Bond  - Capital  8,000. 

Merchandise  (cost)  4,900. 

Equipment  3,000 . 

C 11,800.  : 11,600. 


C.  Jones  agrees  to  become  a partner  on  the  following  terms: 

1.  To  eliminate  a bad  account  of  200.  from  the  books. 

2.  To  revalue  the  merchandise  at  5,500. 

3.  The  equipment  to  be  taken  over  at  a replacement  cost 
of  4,000.  less  an  annual  depreciation  of  10  . 

4.  Goodwill  to  be  estimated  at  three  years  of  the  last  two 
years  average  operating  profit. 

Wote--kr.  Bond  wit  drew  3, OCX),  out  of  profit,  in  the  last 

two  years. 

5.  ?r.  Jones  to  invest  enough  cash  in  the  business  to 
make  him  an  equal  partner  with  Bond. 

Required: 

1.  Entries  to  adjixst  the  accounts  according  to  the  above 
agreement . 

2.  rntry  to  show  the  admission  of  the  partner. 

3.  n tries  to  close  books  of  old  concern. 

4.  I ntries  to  open  books  of  new  firm. 


■ 

■ : • 


. 


. 

. 


. 


*'  i “•  », 

. 
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i roblem  10 


E • vwer  started  a retail  business  with  a capital  of  • 6,000. 
on  January  1,  1922. 

i ter  one  year's  operation  his  records  showed  the  following 
assets  and  liabilities: 


Cash 

. 2,100. 

A c c oun ts  He ce ivar le 

4,300. 

Merchandise  Inv e nt ory 

8,950. 

De livery  E qu ipmen t 

2,500. 

Furniture  & Fixtures 

2,200. 

Motes  Payable  on  truck 

1,200. 

Accounts  Payable 

6,850 . 

at  t is  time  he  enters  into  * 

i partnership  agreement  with 

J.  Campbell  who  will  acquire  one^half  interest  in  the  business  by 
investing  in  the  business  . 14,000. 

After  operating  the  partners  ip  for  two  years,  it  became 
necessary  to  expand  the  business  into  the  wholesale  trade.  As  t!  is 
could  not  be  attempted  without  more  capital,  they  decided  to 
admit  F.  James. 

^ The  assets  and  liabilities  just  before  i.  r . Jnmes  ’ admission 

in  the  business  are  as  follows: 


Cash 

3,400. 

Accounts  eceivable 

13,850. 

Merchandise  Inventory  (cost) 

19,400. 

Delivery  T quipment 

2 , 500 . 

Furniture  fr  Fixtures 

2,200. 

Store  Building  ur chased  l/l/24 

25,000. 

Goodwill 

4,000. 

I or  tga  re  Payat 1 e 

10,000. 

Accounts  Payable 

14,350. 

rr.  James  agreec  to  become  a partner  in  the  business  on  the 

followin  conditions: 

1.  To  corarute  depreciation  on  the  fixed  assets  from  the 
date  of  purchase  at  annual  rates  of: 

20  for  delivery  equipment 

10  for  furniture  and  fixtures 

2 1 for  store  building 

2.  To  estimate  bad  accounts  at  3 of  the  accounts  receivable. 

3.  :'o  value  the  merchandise  at  20,000. 

4.  To  bring  goodwill  onto  the  books  at  four  years  the  average 
profit  of  t ie  last  three  years. 

5.  To  Invest  an  amount  that  will  give  him  one- third  interest 
in  the  business. 

You  are  r<  quired  to  prepare: 

1 . Entries  sh  oa  i nr  the  ad m i s s i on  of  C ainpb e 11 . 

2.  Balance  s.ieet  after  Campbell  became  a partner. 

3.  Entries  to  effect  to  the  terms  for  the  admission  of  James 

4.  Balance  sheet  at  January  1,  1925 

5.  Schedule  of  the  partners*  accounts. 

- — 6.  ’ ntri.es  to  close  books  of  old  firm  and  books  of  new 

A 


firm. 


CHAPTER  XVI 


Problem  1 


Graham,  Hanson,  and  Inman  are  partners  sharing  profit  and 
loss  in  proportion  to  the  capital  investment. 

The  investments  are: 

Graham 

Hanson 

Inman 

The  profit  for  1925  is  £4,344: 

From  the  above  facts  prepare: 

1.  Schedule  showing  hav  you  arrive  at  the  division  of 
the  profit. 

2.  Entry  or  on  tries  to  record  the  division  of  profit. 

3.  Schedule  of  Partners*  accounts. 

Problem  2 

Jordan,  Kane,  and  nibby,  having  been  partners  in  the  whole- 
sale business  for  the  last  three  years  decide  to  change  the 
method  of  sharing  the  profits  and  losses.  The  new  profit  and 
loss  sharing  ratio  is  in  proportion  to  the  balance  of  the  capital 
accounts  at  the  time  the  profit  is  to  be  divided. 


7 . 000 . 

5.000. 
12,000. 


Debits  Jordan  Credits 


1923 

Drawings 

(1,500. 

Investment 

4,000. 

1924 

2,000. 

1923  Profit 

3,000. 

1925 

n 

1,000. 

1924  ” 

4,500. 

1925 

Loss 

1,500. 

Debits 

Kane 

Credits 

1923 

Draw ings 

£2 ,000. 

Investment 

{ 6,000. 

1924 

n 

3,500. 

1923  Profit 

4,500. 

1925 

n 

2,400. 

1924  " 

6,-750. 

1925 

Loss 

2,250. 

Debits 

Libby 

Credits 

1923 

Drawings 

11,800. 

Investment 

s 2,000. 

1924 

n 

2,700. 

1923  Profit 

3,750. 

1925 

» 

1,000. 

1924  " 

5 , 625 • 

1925 

Loss 

1,875. 

The  profit  for  1926  is  (7,850. 


. 


. 


- 
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Required: 

1.  Entry  showing  the  distribution  of  profits. 

2.  The  percentage  in  which  they  originally  shared  profits 
and  losses. 

3.  The  percentage  in  which  the  partners  now  share  profits 

and  losses • 

4.  Is  this  an  equitable  method  of  dividing  profits  and 
losses?  Why? 


Problem  3 


The  kartin  & Co.,  a partnership,  divides  its  profits  and  losses 
in  proportion  to  the  simple  average  of  the  balances  of  the  capital 
accounts  at  the  beginning  and  end  of  each  year.  The  balances  in 
the  account  of  each  partner  follows: 


Martin  Novack 

January  1,  Balance  £7 ,500.  $9,500. 

December  31  8,400.  8,200. 

The  profits  for  the  year  are  i 7,354. 


Orr 

£ 13 , 500 . 
11,500. 


Prepare  a schedule  showing  how  you  arrive  at  the  division  of 
profits • 

"That  is  the  percentage  in  which  they  share  profits  and  losses? 
Is  this  method  in  your  opinion  fair  and  sufficiently  accurate? 

Why? 


Problem  4 


J.  perry  and  C.  Quinn,  partners  in  a trading  business,  in 
snaring  the  profits  and  losses,  use  the  so-called /"weighted  average" 
of  capital  investment  method.  This  „ethod  takes  in  consideration 
the  number  of  days  and  months  the  investments  remain  in  the  business 
and  also  each  increase  and  decrease  in  the  investment  accounts  for 
any  giren  period. 

A transcript  of  the  capital  accounts  for  the  year  1925  is 
shown  below: 

J.  Perry  C.  Quinn 

e 12 ,500.  C 8,600. 

1,200. 

1,400. 


Januaiy  1,  Balance 
March  1,  Drawings 
April  1,  Drawings 


- 


, 


. 


. ' 


* 

. 
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J.  Perry  C.  Quinn 


April  1,  Investments 

$500. 

; 1,500 

September  1,  Drawings 

800. 

600 

November  1,  Investments 

2,500 

December  1,  " 

500. 

December  31,  Drawings 

2,000 

December  31,  Investments 

1,000. 

The  profit  for  the  year  is  £8,011.25. 


Required: 

1.  Schedule  showing  distribution  of  the  profit. 

2.  Entry  to  record  the  profit  distribution. 

3.  Schedule  of  partners’  accounts. 

Problem  5 

— The  partnership  of  Arbuckle , Barry,  and  Connolly  shows  the  follow- 
ing investments  on  January  1,  1925: 

Arbuckle  £48,000. 

Barry  35,000. 

Connolly  65,000. 

In  the  previous  years  they  divided  the  profits  and  losses  equally. 

— This  method  created  dissatisfaction  among  the  partners;  therefore, 
to  remedy  it,  they  suggest  to  provide  for*  interest  at  6%  on  capital 
before  distributing  the  profits  for  the  year.  Consequently,  they 
request  that  you  prepare  a schedule  for  them  under  the  two  methods, 
advise  them  as  to  the  more  equitable  method  with  reasons  therefor, 
and  prepare  proper  journal  entries  for  the  bookkeeper  incorporating 
therein  the  method  that  you  have  chosen. 

The  profit  for  the  year  is  £39,000. 

Problem  6 


— Deering,  Ellison,  and  Frisk,  partners,  have  investments  of 

i 20,000.  , 25,000,  '30,000  respectively.  The  partnership  agreement 
provided  as  the  profit  and  loss  sharing  ratio  26  2/Z>%,  33  1/3^  and 

— 40  respectively.  On  account  of  some  disagreement,  they  decided.  to 
provide  for  interest  on  capital  at  and  divide  the  profit  and 
.loss,  in  the  future,  equally. 

In  1926,  a loss  of  , 7,500.  vas  incurred  before  providing  for 

interest  on  capital. 
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Required: 

1.  Schedule  of  the  partners*  accounts. 

2.  Entries  complying  with  the  partnership  agreement. 

3.  Schedule  showing  a compar ison  of  the  old  and  new 
methods  of  profit  and  loss  distribution. 

4.  What  entries  would  you  make  if,  instead  of  a loss, 
there  were  a profit  of  7,500. 

Problem  7 

Gold,  Hays,  and  Isaac  on  January  1,  1926  entered  into  a 
partnership  agreement,  with  investment  --  Gold  £ 8,500;  Hays  .10,000; 
and  Isaac  £ 12,500.  The  profits  and  losses  are  to  be  shared  in  pro- 
portion to  the  capital  investments. 

As  the  partnership  agreement  is  not  complied  with,  the  partners 
decide  to  credit  and  charge  interest  at  6%  on  excess  and  deficiency 
on  their  capital  contributions • Actual  contributions  made  are 
Gold  i 6,000;  Hays  £12,000;  and  Isaac  ? 13,500*  The  operating  profits 
before  Interest  adjustments  were  made,  are  .6,450. 

From  the  above  facts  show  two  methods  of  profits  distribution. 
One  of  the  methods  should  be  by  means  of  the  Pi*  of  it  and  Loss  Account 
and  one  directly  through  the  capital  accounts. 

Prepare  also: 

1.  Journal  entries  under  each  method 

2.  Schedule  of  partners*  accounts  under  each  of  the 
above  methods. 


/ 


Problem  8 


Jennings,  Keane,  and  Larkin  agree  to  form  a partnership  on 
January  1,  1926.  By  thi3  agreement,  Jennings  is  to  invest  £ 50,000; 
Keane  .75,000.  and  Larkin  £90,000.  Interest  at  b%  is  to  be  charged 
and  allowed  on  deficiency  yid  excess  contributions.  Contributions 
actually  paid  in  are: 

Jennings  £55,000. 

Keane  75,000. 

Larkin  80,000. 

The  profit  and  loss  sharing  ratio  is  l/6,  2/6  and  o/6  respec- 
tively. 

The  Profit  and  Loss  account  shows  a debit  balance  of  .8,400. 
before  interest  adjustments  are  made  on  December  31,  1926. 


Required: 

1.  Schedules  of  partners*  accounts,  under  three  met  ods 
of  distribution 

2.  Journal  entries  under  the  method  which  you  believe  is 
the  one  that  complies  with  the  partnership  agreement 
and  your  reasons  therefor. 
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3.  Under  what  condition,  in  your  opinion,  any  one  of  the 
three  methods  may  be  used  without  injustice  to  any  of 
the  partners? 


Problem  9 


A whole  life  insurance  policy  for  110,000*  is  purchased  by  a 
partnership  on  the  life  of  ono  of  the  partners  for  an  annual  premium 
of  .229*80*  The  cash  surrender  value  at  the  end  of  the  second  and 
— t1  ird  years  is  - 100.  and  260*  respectively. 

Prepare : 

1*  All  required  entries  for  the  first  three  years  under 
two  methods. 

2*  Schedule  showing  annual  net  cost  to  the  partnership. 

Problem  10 


Andrew’s,  bames,  and  Carter,  partners,  have  insured  their  lives 
for  the  benefit  of  the  partnership.  In  accordance  with  this  agree- 
ment, three  "20  year  endowment"  policies  for  ;.  5#000*  each  were 
purchased*  The  annual  premium  is  . 208.90  for  each  policy* 

The  policies  have  no  cash  surrender  value  until  the  end  of  the 
third  year*  At  this  time,  the  cash  value  is (420.  on  each  policy 
and  the  cash  value  at  the  end  of  the  fourth  year  is  : 590.  on  each 
policy. 

Required: 

1.  Entries  for  the  four  years  under  two  methods. 

2.  Show  how  the  insurance  yjIII  appear  on  the  balance  sheet 
at  the  end  of  each  year. 

3.  Assuminr  that  Andrews  died  at  the  end  of  the  fourth 
year,  what  entries  would  you  make  to  adjust  the  books 
of  the  partnership  In  respect  to  the  insurance. 

4.  How  would  you  handle  the  dividend  received  from 
the  insurance  company? 

CHAPTER  XVII 
. -uo  st  ions 


1.  Describe  in  detail  how  you  would  incorporate  a business 
corporation  under  the  laws  of  your  own  state. 

2.  Classify  and  describe  the  different  types  of  capital 

stock. 

3.  (a)  Can  capital  stock  be  Issued  at  a discount  in 

La  s sachus  e 1 1 s ? 

(b)  Do  the  laws  of  Las3aehusetts  allov/  a corporation 
to  issue  capital  stock  before  it  is  fully  paid? 

Do  you  agree  with  such  lav/s?  Why? 

4.  That  are  the  rights  and  liabilities  of  stockholders? 
Compare  such  liabilities  with  those  of  partners. 

5.  How  may  officers  and  directors  incur  personal  liability? 
Can  they  ever  be  held  liable  for  the  mismanagement  of  the 
corporation?  Diseuss  the  question  fully. 


6.  (a)  ITame  the  reports  and  dates  of  filing  such  reports 

for  a business  corporation. 

(b)  Describe  the  special  books  of  a corporation. 

7.  (a)  List  in  detail  the  advantages  of  the  corporation 

over  other  forms  of  business  organization. 

(b)  List  the  disadvantages  of  the  corporation. 

8#  Compare  the  advantages  and  disadvantages  of  the  corporation 
with  those  of  the  partnership. 

9#  llow  would  you  choose  the  stato  of  incorporation?  Discuss 
the  question  in  detail. 

10.  If  a group  of  persons  attoL.pt  to  fori:,  a corporation  but 
through  some  error  fail  to  comply  with  the  state  laws, 
what  would  the  relation  be  as  among  themselves  and  between 
them  and  outside  parties?  Give  reasons  for  your  answer. 

CIIAPTBH  XVIII 


Problem  1 

The  Belfast  manufacturing  Co.  for  the  purpose  of  obtaining 
a mortgage  from  its  bankers  prepared  the  following  balance  sheet 

on  December  31,  1921. 


Cash 

Receivables 
merchandise 
Real  Estate 
machinery 


[4,000.  Payables  [72,000. 

45.000.  Depreciation  Reserves  74,000. 

56.000.  Common  Stock  100,000. 

200,000.  Preferred  Stock  50,000. 

75.000.  Surplus  84,000. 


(380,000. 


['380,000. 


A mortgage  of  .80,000.  was  obtained  from  the  bank  with  In- 
terest at  5;  payable  annually  beginning  on  January  1,  1923#  The 
agreci-ent , however,  stipulates  that  the  mortgage  must  be  repaid 
In  five  equal  instalments  on  each  Interest  date  and  on  account  of 
the  low  interest  rate  a bonus  of  [1000.  should  be  retained  by 
the  bank. 

Prepare : 

1.  ntrios  to  record  the  mortgage 

2.  balance  sheet  after  the  mortgage  has  been  recorded 

3.  Journal  entries  required  on  December  31  and  January  1 
of  each  year  to  January  1,  1925  with  ledger  accounts. 

problem  2 


The  "Nations L Trading  Co.  a Massachusetts  corporation  , decides 
to  issue  100 , > >0 . 5 first  mortgage  bonds  divided  into  1,000 
10  ; bo^ds  dated  January  1,  1924,  interest  payable  semi-annually 
on  July  1 and  Jqnuaiy  1 of  each  year.  The  maturity  of  the  bonus 
is  January  1,  1934. 

25,000.  of  the  bonds  were  sold  on  January  1,  1924  at  95; 

( 50,000.  were  sold  on  April  1,  1924  at  90  and  accrued  interest;  and 


the  balance  was  sold  on  July  1,  1924  at  90.  The  expenses  far  the 
sales  of  the  bonds  which  were  paid  , 2,000. 

CO  "'NTS:  V.hen  bonds  are  sold  at  dates  other  than  the 

ir: teres t dates,  they  ca.  ry  with  them  interest  accrued  fro.,  the 
date  tlie  inte?>est  was  last  paid  to  date  the  bonds  are  sol.  . T:  e 
reason  for  this  is  that  the  company  must  pay  the  interest  on  the 
interest  dates  for  the  whole  six  months  and  not  for  any  fractional 
part  thereof. 

Record  the  above  facts  in  the  journal  and  ledger  up  to 
and  including  December  31,  1926  on  the  assumption  that  the 
books  are  closed  annually;  prepare  a trial  balance  fro  the  ledger 
on  December  31,  1926. 

hat  entry  w ,tild  you  make  on  January  1,  1934? 

llote  that  the  bond  discounts  ana  expenses  should  be  written 
off  during  the  life  of  the  bonds. 

Problem  3 


The  ^verdale  Pills  Inc.  on  January  1,  1924  voted  to  issue 
. 1,000,000  of  ‘Callable  First  Mortgage  Gold  Bonds’'  with  6 in- 
terest payable  on  July  1 and  January  1 of  each  year.  The  life 
of  the  bonds  is  20  years,  unless  previously  called  for  payment. 

The  w ole  lot  of  bonds  is  sold  to  investment  bankers  at  par  on 
March  1,  1924.  A cormiission  of  5 is  retained  by  the  bankers  as 
compensation  for  their  services  in  selling  the  bonas . 

On  January  1,  1925,  5 of  the  bonds  has  been  called  and  10 
of  the  balance  has  been  called  on  January  1,  19i:6  , all  of  which 
have  been  cancelled. 

From  the  above  facts  prepare  journal  entries  to  ana  including 
July  1,  1926  and  a trial  balance  as  of  the  same  date. 

Is  there  any  practical  difference  between  bond  discount  and 
bond  commission?  Give  reasons. 

Problem  4 

The  board  of  directors  of  the  Universal  Machine  Co.  author- 
ized, in  a legal  meeting,  an  issue  of  4,000  • 500  ’’25  year  7 
Prior  Lien  Convertible  Coupon  B0nds”  dated  Jnne  30,  1922,  wit’; 
interest  semi-annually  payable  on  the  last  day  of  December  and 

June  of  each  year. 

Three-fourths  of  the  bonus  wer*e  sold  on  July  15  at  105  and 
interest  and  the  balance  was  sold  on  September  50,  1922  at  107 
and  interest  to  date. 

These  bonds  are  convertible  into  7 \ particioatin?  preferred 

stock  on  any  interest  date  at  par. 
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The  net  worth  of  the  company  before  any  of  the  bonds  were 
converted  was  as  f ollows : 


Preferred  Stock  Authorized 
Preferred  Stock  Unissued 
Common  Stock  outstanding 
Surplus 

The  bond  holders  converted  s 
and  ( 300,000,  on  June  30,  1924  ac 


; 1,300,000* 

700.000. 

2,000,000. 

450.000. 

00,000.  on  December  30,  1923 
ording  to  the  bond  indenture . 


prepare  all  the  necessary  entries  to  record  the  above 
facts  to  date  and  a trial  balance  as  of  June  30,  1924. 


By  considering  only  the  above  information,  was  it  advan- 
tageous* for  the  bondholders  to  convert  their  bonds  into  preferred 
stock?  hy? 

Problem  5 


'The  northwestern  Railroad  Co.  needing  funds  to  build  new 
lines  and  stations,  decide  to  issue  .5,000,000  " 5%  Construction 
Mortgage  Registered  Gold  Bonds'  on  July  1,  1920  maturing  July  1, 
2000. 


The  whole  issue  of  bonds  was  subscribed  by  underwrite  s on 
July  15,  1920  at  95  and  interest.  The  bonds  were  issued  by  the 
company  for  the  underwriters  on  August  1,  1920  at  98  and  accrued 
interest  for  cash.  The  interest  is  payable  on  January  1 and  July  1 
of  each  year. 

Out  of  the  proceeds^  4,500,000  was  expended  for  the  new 
construction.  The  new  roads  were  comnleted  and  put  in  use  on 

July  1,  1923. 

Record  all  the  above  transactions  in  the  journal  and  ledger, 
prepare  a trial  balance  as  of  July  1,  1 923, and  a schedule  showing 
the  real  cost  of  the  new  roads. 

CHAPTER  XIX 


Problem  1 


John  F.  Emerson,  Gpo.  L.  Fine,  and  J.  E.  Garber  having  had 
extensive  business  experience  enter  into  an  agreement  to  form  a 
corporation  for  the  purpose  of  manufacturing  house  dresses  and 
aprons.  The  agreement  provides  in  part  that: 

1.  The  name  of  the  corporation  should  be  The  Boston 
Dress  Co. 

2.  The  capital  s tock  should  consist  of  500  shares  with  a 
par  value  of  100.  per  share. 

3.  Each  incorporator  shall  subscribe  for  not  less  than 
100  shares. 
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4,  The  officers  to  be  as  follows: 

John  F#  Emerson,  President 
Geo.  L.  Fine,  Secretary- Treasurer 
J.  E.  Garber,  Clerk 

5.  The  board  of  directors  should  consist  of  the  three  in- 
corporators . 

The  corporation  is  organized  on  April  1,  192c,  and  subscrip- 
tions were  received  as  follows: 

John  F.  Emerson  150  shares 
Geo.  L.  Fine  100  shares 
J.  E.  Garber  100  shares 

50c  of  the  subscriptions  is  paid  on  April  1,  and  the  stock 
is  issued  with  the  amount  paid  in  properly  endorsed  on  the  stock 
certificates . 

Organization  expenses  of  250.  were  paid,  including  50.  for 
incorporation  fee,  i,125.  for  legal  services,  ana  the  balance  for 
miscellaneous  expenses. 

The  balance  of  the  subscript! ons  is  payable  on  April  10. 

The  rest  of  the  stock  is  disposed  as  shown  belav: 

50  shares  for  machinery 
5 shares  for  furniture  and  fixtures 
Balance  for  cash 

Additional  machinery  is  purchased  on  account  from  the  Singer 
Sewing  .chine  Co.  for  1,500. 

Required: 

1.  Journal  entries  to  record  all  the  transactions  to 
date . 

2.  Balance  sleet  at  April  15,  1926,  just  before  beginning 
operation. 


Problem  2 

Five  persons  inc or ooratea  under  the  laws  of  Massachusetts 
as  the  Chelsea  1 holssale  Grocery  Company  with  an  authorized 
common  capital  stock  of  i *0,000.  with  shares  of  par  value  of 
.50.  in  January  1926. 

The  following,  transactions  were  recorded. 

(a)  100  shares  were  sold  for  cash  on  January  5. 

(b)  January  6,  organization  expenses  paid  , 500. 

(c)  January  10,  v20,000.  of  the  stock  is  subscribed 
for  at  par  payable  in  two  equal  instalments, 

on  January  20,  and  January  31  respectively. 

Note — The  stock  is  not  issued  until  fully  paid. 

(d)  January  25,  the  company  purcnased  a plant  and 
equipment  worth  f 30,000.  for  400  shares  of  stock 
and  . 2,000.  in  cash. 

(e)  The  remainder  of  the  stock  is  sold  for  cash  at  52.50 
on  February  1,  1926. 

Prepare  Journal  entries  necessary  to  give  expression  to  the 
above  facts  to  date  and  the  balance  sheet  of  the  company  as  of 
February  1,  1926. 
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Froblem  3 

K.  Shaffer  purchases  a non- opera  ting  equinped  manufacturing 
plant  for  400,000.  in  ca9h  with  the  prospect  of  reselling  it  to 
a corporation.  Later  he  induces  four  other  business  men  to 
organize  as  the  Bolton  Manufacturing  Co.,  Inc.  under  the  i'assuchu- 
setts  lav/s.  On  July  1,  1926,  the  corporation  was  organized  with 
a capital  of  • 750,000.  divided  into  *.  500,000.  of  common  stock  and 
• 250,000.  preferred  stock  of  a par  value  of  100.  per  share.  3,aeh 
of  the  incorporators  subscribe  for  50  shares  of  common  and  50  shares 
of  preferred  stock.  On  July  15,  755’  of  the  subscriptions  have  been 
paid  In  cash;  the  balance  is  payable  upon  a call  from  the  corpora- 
tion. The  stock  endorsed  as  partially  paid,  is  issued  to  the 
five  organisers.  They  paid  680.  as  organization  expenses.  On 
July  25,  the  corporation  purchased  tne  plant  from  V . Chaffer  for 
. 500,000;  payable  with  i 75,000.  of  preferred  stock,, . 525,000.  of 
common  stock,  and  a mortgage  for  the  balance.  The  balance  of  the 
stock  is  kept  for  future  sale. 

Prepare  journal  entries  to  date  and  a financial  statement 
of  the  business. 

Ilote — Use  the  unissued  stock  accounts. 

Problem  4 


The  Massachusetts  Bus  Co.  is  organized  on  April  1,  1926  with 
a capital  of  50,000.  of  preferred  stock  par  value  flOO.  per 
aliare  and  1,000  shares  of  no  par  value.  Subscriptions  are  re- 
ceived fro  50 0 shares  of  preferred  "stock  at  par  and  400  shares  of 
common  stock  at  50.  per  share  payable  in  three  instalments  of 
50  , 25  and  25%  on  April  15,  May  1,  and  May  1 respectively. 

On  April  20,  the  corporation  purchases  from  private  bus  owners 
busses  valued  at  50,000.  giving  in  payment  therefor  600  shares  of 
com  on  stock  and  100  shares  of  preferred  stock. 


Required: 

1.  Journal  entries  to  Key  1,  1926 

2.  Balance  sheet  as  at  May  1,  1926 

Problem  5 


J0hn  Scott 

Balance  Sheet,  December  31,  1925. 


Cash 

v 500 

Rotes  receivable 

1 , 500 

Accounts  Receivable 

5,000 

Per chan d Ise 

7,300 

Equipment 

1,200 

15,500. 


Accounts  Payable  ■ 3,500. 
John  Scott-Capital  12,000. 


15,500. 


On  January  1,  1926,  he  decides  to  incorporate  under  the  laws 
of  Massachusetts  as  the  J0hn  Scott  Co.,  Inc.  for1  ,100,000.  The 
par  value  is  ; 100.  per  share.  Re,  his  wife,  and  his  son  subscribe 
f or  10  shares  each.  The  sole  proprietorship  is  transferred  to  the 


. 


. 

. 


. 


. 
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corporation  on  January  10,  for  <15,000.  in  stock,  and  on  the  same 
day  t 50,000.  of  the  stock  is  subscribed  for  with  a down  payment 
of  20  and  the  balance  upon  calls.  The  incorporators  pay  their 
subscriptions  in  full  on  January  20,  1926.  Organisation  expenses 
paid  ; 750. 

Prepare : 

1.  Entries  to  close  John  Scott's  books. 

2.  Entries  for  the  corporation  books. 

3.  Balance  sheet  as  of  February  1,  1926. 

Problem  6 


The  books  of  Pickett  Brothers  on  December  31,  1925  show  the 
following  balances: 


Cash  i 5,000 . 
Accounts  Receivable  65,000. 
Notes  Receivable  2,000. 
Inventory  30,000. 
Machinery  11,500. 
Furniture  & Fixtures  3,500. 
Buildings  45,500. 
Deferred  charges  500. 
Notes  Payable  12,500. 
Accounts  Payable  28,600. 
Accrued  Liabilities  1,900. 
J.  Fickett- -Capital  50,000. 
R.  Pickett—  " 40,000. 
C.  Pickett--  " 30,000. 


The  partnership  is  incorporated  for  150,000,  divided 
equally  into  common  and  preferred  stock  with  a par  value  of  100. 
per  share,  on  January  1,  1926  as  the  Pickett  Bros,  inccr per ated 
on  the  following-  terms: 

(a)  Cash  to  be  left  to  the  partnership 

(b)  To  estimate  bad  accounts  at  5% 

(c)  To  compute  depreciation  on  the  fixed  assets  for 
1925  (for  it  has  been  omitted  in  closing  the  books 
for  the  year)  as  follows: 

(i)  Machinery  and  Furniture  & Fixtures  10 

(ii)  Buildings  3 

(d)  A note  for  ; 185  should  be  written  off  as  bad. 

(e)  The  coip oration  to  issue  all  its  stock  in  exchange 
for  the  partnership  business. 


Required : 

1.  Ledger  accounts  for  partnership 

2.  Adjusting  entries 

3.  Entries  to  close  the  partnership  books 

4.  Schedule  of  partners1  accounts. 

5.  Entries  to  open  the  corporation  books. 

6.  Corporation  trial  balance. 

7.  Balance  sheet. 


s 
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Problem  7 


M.  Clark  and  VS.  Clark  are  par  triers  sharing  profit  and 
loss  equally.  On  December  31,  1925,  the  ledger  accounts  are  as 

follows: 


Cash 

v 2 , 500 

Notes  Receivable 

1,500 

Accounts  Receivable 

42,000 

Inventory 

35,000 

Real  Estate 

40,000 

Accounts  Payable 

16,000 

Notes  Payable 

5,000 

M.  Clark,  Capital 

60,000 

VT.  Clark,  ” 

40,000 

On  January  1,  1926  they  decide  to  incorporate  in  Mass,  with 
a capital  of  150,000  ( 3,000  share  with  a par  value  of  • 50.  per 
share)  on  the  follovdng  terms: 

(a)  Cash  not  to  be  turned  over  to  the  corporation 

(b)  A reserve  for  bad  debts  to  be  set  up  for  1,500. 

(c)  A reserve  of  5i£  of  the  real  estate  account  to  be 
set  up  on  the  books. 

(d)  016,000.  is  to  be  set  up  for  goodwill. 

(e)  The  Clark  Co*,  Inc.  to  pay  for  the  partnership 
business  with  N 25,000.  bonds  and  the  balance  in 
shares  of  stock. 


The  Clark  Co.,  Inc.  takes  over  the  partnership  business  on 
February  1,  1926  on  the  above  terms.  On  the  same  day  it  sells 
the  remining  capital  stock  for  cash;  and  pays  1,000.  for  organ 
ization  expenses. 


Required: 

1.  Entries  to  close  the  partnership  books. 

2.  Schedule  of  Partner^  accounts. 

3.  Entries  for  the  corporation  to  date. 

4.  Trial  balance  of  the  corporation  as  of  Feb.  1,  1926. 


Hote — * Payments  to  the  partners  are  made  in  the  following  order 
and  in  the  capital  ratio  as  far  as  possible,  as  at 
December  31"j  1925: 

(a)  Cash 

(b)  Bonds 

(c)  Stock 


Problem  8 


The  balance  sheet  of 
31,  1925  is  as  follows: 
Cash 

Accounts  Receivable 
Notes  receivable 
Raw  Materials 
Goods  in  Process 


Campbell,  F^er,  and  Johnson  on  December 


'l;  3 ,000. 

54.000. 

10.000. 

8,900. 

13,100. 


Notes  payable 
Notes  Receivable  Dis 
counted 

Accounts  payable 
Accrued  ages 


19,000. 

4,000. 

39,650. 

900. 


Finished  Goods 
Machinery  & Equipment 
Building 

Furniture  & Fixtures 
Deferred  Charges 


V 18,500. 

38.000. 

65.000. 
2,500. 

550. 

. 213,550. 


F.  Campbell-Capital 

R.  E^er-Capital 
D.  Johnson-Capital 


. 100,000. 

40.000. 

10.000. 


■ 213,550. 


On  January  1,  1926,  the  partnership  is  sold  as  a going  concern  to 
The  General  Manufacturing  Co*.  Inc.  on  the  follov/ing  conditions. 

1.  Estimated  bad  debts  to  be  set  up  "6% 

2.  Inventories  to  be  valued: 

(a)  Raw  Materials  <8,000. 

(b)  Goods  in  Process  12,000. 

(c)  Finished  Goons  17,000. 

3.  Machinery  & Equipment  have  been  kept  on  the  books  at 
cost  since  they  were  purchased  on  January  1,  1922. 

They  should  be  depreciated  at  7 per  annum. 

4.  Buildings  should  be  depreciated  for  4 years  at  per 
annum. 

5.  Furniture  & Fixtures  to  be  valued  at  ^2, 000. 

6.  Goodwill  to  be  figured  at  4 times  the  average  profit  of 

the  last  3 years.  Th©  profits  have  been,  1923,  35,000; 

1924,  25,000;  1925,  ■;  30,000. 

7.  The  cash  is  taken  over  by  the  corporation. 

8.  Payments  to  be  made  with  i 120,000.  in  preferred  stock  and 
balance  in  common  s took. 

9.  The  corpora ti  on  to  pay  any  odd  amount  in  cash. 


From  the  above  information  (a)  close  the  partnership  bool  s 
(b)  open  the  corporation  books  (c)  prepare  a balance  sheet  of  the 
corporation  (d)  schedule  of  partners’  accounts. 


1J0TE:  The  corporation  was  incorporated  with  200,000.  of 

preferred  stock  and  300,000.  common  stock  par  value  100. 


Problem  9 


The  Cain  and  Fo*  Co.,  Inc.  Is  organized  in  1925  under  the 
Massachusetts  laws  to  take  over  the  partners  ip  business  of  Cain 
and  Fox  whose  balance  sheet  on  December  31,  1925  is  shown  below: 


Cash 

Accounts  Receivable 
Kerch  sen  til  se 
Real  * state 
Equipment 


■ 3,000.  Accounts  Payable 

32.000.  II.  Cain-Capital 

40.000.  M.  Fox  - 

45.000. 

4,000. 

. 124,000. 


24 .000. 

40.000. 

60.000. 


i 124,000. 


The  capital  of  corporation  is: 

Preferred  stock,  1,000  shares  par  value  i 100. 
Common  stock,  200Q,  shares  no  par  value. 
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The  following  terms  of  purchase  were  agreed  upon. 

1.  Accounts  eceivable  to  be  taken  over  at  ^0f000. 

2 . peal  Estate  to  be  taken  over  at  . 40,000. 

quipment  tal  en  over  at  • 3,000. 

4.  Cash  left  in  the  partnership 

5.  10,000.  of  the  merchandise  is  retained  by  the  part- 
nership. 

6.  All  the  capita!  stock  to  be  issued  to  the  partnership. 
The  partnership  is  wound  up  on  the  following  conditions: 

1.  Profit  and  loss  divided  in  proportion  to  capital. 

2.  The  merchandise  is  taken  over  by  V. . Cain. 

3.  Preferred  stock  arid  cash  are  divided  in  the 
Profit  Loss  ratio. 

4.  Common  stock  to  balance . 

After  winding  up  the  business  Cain  ana  Fox  each  con  ted 
r 00  sliares  of  the  common  stock  to  the  corporation  for  wcrlring 
capital. 

The  corporation  records  the  donated  shares  at  1 . per  share 
and  an  February  1,  1926  sold  600  shares  at  30. 

equ ired : 

1.  ‘ ntries  to  adjust  and  close  the  partners)  ip  books 

2.  Schedule  of  partners*  accounts 

3.  Corporation  entries  to  ate 

4.  Bi  lance  sheet  as  of  February  1,  1926 

Problem  10 


The  Standard  S oe  co.'s  balance  sheet  on  December  31,  1925 

is  as  follows: 

Cash 

Accounts  eceivable 
Inventory 

‘achinery  & Equipment 

i 190,000.  190,000. 


5,000.  Accounts  Payable 

85,000.  Preferred  Stock 

2 5 , 000  . C o iiion  S toe  k 

75,0  0.  Surplus 


• 46,000. 
50,000. 

1 ) ,000. 
(6,000. ) 


The  national  Shoe  Co.  is  organized,  for  the  pur;  oee  of  buying 
the  business  of  the  Standard  Shoe  Co.,  with  a capital  of  200,000. 
preferred  stock  and  5,000  shares  of  no  par  value  it!  a stated 
value  of  5.  per  share.  . 100,000.  of  the  preferred  stock  is  sold 
for  cash  ana  2,000  com  or.  si  ares  have  been  subscribed  at  26, 
pe  Id  for  • On  arc  1,  it  purchases  the  Standard  S:  oe  Co.  on  the 
follow! n terms: 

1.  Accounts  receivable  to  be  taken  over  at  76,000. 

2.  Machinery  Equipment  valued  at  60,000. 

k.  payment  to  be  made  with  90,000.  of  preferred  stock 
and  all  the  con  on  s toe]  . 

On  March  15,  it  purchases  1,000  common  shares  of  its  o n stock 
at  4.  per  share  ana  p0,000.  of  preferred  stock  at  95.  It  sells 
k 10,000  , of  the  preferred  stock  at  102  and  500  snares  common  at  10 
per  share  on  Fare  25,  1926. 


. 


. 


. 


Prepare  : 

1.  Fntries  to  close  the  Standard  Shoe  Co.’s  books. 

2.  ■ ntries  to  date  for  the  new  corporation. 

3.  Balance  sheet  as  at  April  1,  1926. 

4.  Schedule  showin  hov  the  stock  received  by  the  Standard 
S.oe  Co.  is  divided  among  its  stock  hold  er  s. 

Problem  11 

The  Boston  Investment  Company  deals  in  its  ovn  stock  v;  he  never 
it  is  deemed  advisable.  On  January  1,  1926,  its  capital  stock 
issued  is  represented  by 

5. 000  shares  of  preferred  stock  pa  value  . 100. 

1.000  shares  of  com  on  stock  par  va  ue  • .l0. 

For  the  six  months  enaed  June  30,  1926,  the  folio1,  in  stock 
transactions  have  been  recorded. 

Purchases:  Preferred  shares  - 400  at  • 112;  600  at  96; 

com;.. on  stares  - 100  at  par;  150  at  51. 

Sales:  Preferred  shares  - 200  at  par;  500  at  105; 

com. on  shares  - 60  at  ( 49;  100  at  - 52. 

Requ ired: 

1.  Journal  entries  to  record  the  above  atom  transactions. 

2.  Ledger  accounts  for  all  the  accounts  affected  by  t .e 
stock  dealing. 

Problem  12 

The  American  Film  Cor pom. t ion’s  net  worth  on  December  31, 

192  5 is  as  follows: 

Pet  orth: 

Common  Stock  Authorized  20,000  shares  no  rar  value 
Issued  18,000  shares  31,346,600. 

Preferred  7%  Stock  Author ized  and  Issued  1,000.00  ;. 

Capital  Surplus  25,000. 

Surplus -/  ppropr ia ted  275,000 . 

Surplus  -I  ree  110,500. 410,500  . • 2 ,757  ,000 . 

During  the  year  the  following  c’nanges  were  recorded. 

Stock  purchases  - 2000  coimron  shares  at  .7.  . per  share; 

1000  preferred  shares  at  102. 

Stock  Sales  - 1500  com  on  shares  at  90.  per  share;  POO  pre- 
ferred shares  at  10-  . 

Prepare : 

1 . J 0ur na 1 en t r ie  s 

2.  bet  worth  section  of  the  balance  sheet  after  all 
the  changes  have  been  recorded. 


. 


. 


. 
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Problem  13 


The  capital  of  the  General  radio  Corporation  on  July  1, 

192c  consists  of  50,000  shares  of  7 convertible  preferred  stock 
with  a par  value  of  100;  and  20,000  shares  common  with  a par 
value  of  100;  of  w ich  1.  ,000  were  issued  and  surplus  of  1,250,000. 

Between  July  1 and  December  < 1 changes  were  recorded  as  follows: 


3,000  of  the  preferred  shares  were  converted  into  common 
stock  at  90,  and  1,000  preferred  shares  were  purchased  in  the 
open  market  at  105;  2,000  common  stares  were  purchased,  at  125; 
1,000  shares  of  treasury  stock  common  were  sold,  at  140. 


equired: 

1.  entries  to  reccrd  the  abo^  e changes. 

2.  Net  worth  section  of  the  balance  sheet  at  December 

31,  1926. 

3.  has  it  profitable  for  the  preferred  stockholders 
to  convert  their  stock  at  90?  hy? 

Problem  14 


Howard- Johnson  Co.  Inc . 
Balance  Sheet,  December  31,  1925 


Cash  - 10,500. 

recounts  Receivable  785,500. 

Notes  eceivable  100,000. 

Subscriptions  'eceiv- 
able 80,000. 

Inventories  1,650,000. 

Buildinfs  &•  Equip- 
ment 1,385,000. 

Furniture  & Fixtures  5,600. 

Deferred  Charges  7,500. 

Tin  is  s ued  C onirnon  5 t oc  k 20 0 , 000 . 

Unissued  Preferred 

Stock  500,000. 

Treas ur y S t ock - Preferred 

(1,500  shares)  175,000. 

Treasury  Stock-Common 

(200  shares)  20 ,000 . 


K ote  s Payab Le  100 , 000 . 

Notes  receivable  isc . 40,000. 

Accrued  Liabilities  7,000. 

¥ ou ch  er  s paya b le  372, 500 . 

stock  Subscrlbed-Com.  100,000. 
7 Preferred  Stock 
(15,000  sliares ) 1,500,000. 

Common  Stock  (20,000 
shares ) 2 


Capital  Surplus 
Donated  Capital 
(200  shares  Co.) 

He serve  for  Bad  Debts 
Reserve  for  Depre. 
Surplus 


,000,000. 

150.000. 

20,000. 
15,  00. 

210.000. 
404,600. 


,4,919,100. 


4,919,100. 


The  semi-annual  dividend  on  the  preferred  stock  and  a 4 
dividend  on  the  common  stock  have  been  declared  December  31, 
1925,  payable  on  January  31,  1926  to  the  stockholders  of  record 
on  January  20,  1926. 

Fake  the  journal  entries  to  record  the  declaration  of  divi 
dends  and  prepare  a classified  balance  sheet  as  at  the  close  of 
the  year  1925. 


. 


* . 
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The  Subscriptions  receivable  and  the  Stock  Subscribed  accounts 
do  not  agree?  l.hy? 

hat  do  you  undei’stand  by  the  account  - Treasury  Stock  Pre- 
ferred (1,500  shares)  175,000? 

Explain  what  Dona  tea  Capital  (200  shares  Co,)  . 20,000’  means 

in  £ is  problem. 

problem  15 

The  Maine  Timber  Co.,  a Massachusetts  corporation  owns  on 
January  1,  1926,  s tanding  timber  worth  250,000.  The  land,  after 
the  timber  has  been  removed  Is  found  to  be  worthless.  T*  capital 
stock  issued  ana  outstandin  is  100,000.  Its  liabilities  are  a 
20,000  demand  note  ana  t 80,000  notes  due  in  tv/o  years.  During 
the  year  the  corporation  sold  two-fifths  of  its  timber  ’’on  the  stump” 
for  100,000  in  cash  ana  paid  tie  demand  loan.  On  December  20, 

192  6,  the  board  of  directors  met  and  declared  a dividend  of  80,000 
payable  January  1,  1927,  but  before  giving  any  notice  of  It,  it 
asked  you,  as  the  accountant  for  the  cor'  oration,  to  give  your 
opinion.  The  board  accepts  your*  opinion  as  to  any  change  tliat  you 
may  make  and  instructs  you  to  make  the  proper  records  and  prepare 
a balance  sheet  an  of  December  31,  122  6.  Prepare  them  and  give  rea- 
sons for  any  chan-e . 


Problem  16 

The  ledger  of  the  Sprague  Corporation  shows  the  following 
accounts  affecting  capital  and  surplus: 

Preferred  stock  authorized  20,000  shares  par  value  100. 

Preferred  shares  Issued  18,000. 

Preferred  shares  outstanding  16,000. 

Purchases  of  preferred  stock  were  at  par. 

Common  s tock  no  par  value  50,000  shares. 

Unissued  common  stock  8,000  shares. 

The  common  s hares  were  sold  on  an  average  of  v 50.  per  share. 

2,000  of  the  ccer  on  shares  v.ere  purchased  at  45.  per  share. 

Curplus  685,000. 

It  has  been  voted  to  retain  200,000.  in  the  surplus  account, 
to  declare  a 7 dividend  on  the  preferred  stock,  and  to  declare 
a common  dividend  for  the  balance  but  this  dividend  to  be  de- 
clared only  on  multiples  of  . 5.  (That  Is,  to  pay  i 5,  10,  15 

etc . per  share  ) . 

hake  journal  entries  to  record  the  declaration  of  the  dividends 
and  prepare  a balance  sheet  as  at  December  31,  1926,  giving  special 
attention  to  the  Net  ’ orth  section  of  the  statement. 


. 


■ 

. 


. 
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Problem  17 


Northeastern  I anufacturinr  Co. 
Balance  Sheet,  December  31,  1925 


Cas  h 

• 3 ,600 . 

Accounts  pa;>7ab  le 

< 107,500. 

Accounts  eccivable 

128,400. 

Notes  Payable 

38 ,0P0. 

Subscript  ions  1 eceivable 

7,500. 

Accrued  Liabilities 

1,450. 

Inventories 

184,550. 

Stocl  Subscribed 

10,000. 

Prepaid  Items 

2,100. 

Donated  Surplus 

19,000. 

Machinery  & Equipment 

162  , 500. 

Capital  Stock 

350,000. 

Unissued  Stock 

25,000. 

Surplus 

50,000. 

Treasury  Stock  Ponated 

16  ,000. 

Profit  and  ,oss 

28,700. 

G oodv.i  11 

75,000. 

• 604 ,650 . 

604,650 . 

Note--  The  treasury  stock  was  recorded  at  par. 

During  the  year  the  loll owl nr  transactions,  amonp  others  were 
recorded : 


Sales  of  Treasury  stock: 

April  20,  60  shares  at  98 

July  1,  40  shares  at  115 

Subscriptions  collected  July  15,  . 5,000. 

September  1,  100  shares  of  stock  sold  at  110 
1,  Notes  Payable  paid  . 30,000. 

Profit  earned  for  the  year  .33,500.  NOPE:  the  profit 
is  reflected  by  an  increase  in  cash. 


December  31,  8r  dividend  is  declared  payable  January  15, 

1927  to  stock  holders  of  record  on  January  10,  1927. 

Required: 

1.  Classified  balance  sheet  at  December  31,  1925 

2.  Entries  to  record  the  yearly  changes 

3.  Balance  sheet  as  at  December  31,  1926 

problem  18 


The  Haldeman  Co. 

Balance  Sheet,  June  30,  1926 


Cash 

Accounts  Receivable 

S',  orchard  is  e 
Plant  and  Buildings 
Patent  irhts 


85,000. 
834 ,500* 
272,800. 
249,400. 
54,000. 

. 875,700. 


Accounts  payable 
Bonds  Payable 
Common  Stock 
preferred  Stock 
Surplus 


111,700. 

100,000. 

355,650. 

250,000. 

78,350. 

• 875,700. 


DOTE:  The  common  stock  consists  of  35,000  shares  of  no  par 

value;  and  the  preferred  consists  of  2,500  shares  of  7 cumulative 
stock,  payable  on  January  5 1,  and  July  31. 


. 


. 


. 


. 

. 4ft(|  2«  - ..  Q : 

■ 


. 


r 
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The  company  havlnp  a supplus  of  cash,  decides  to  buy  and  sell 
soiie  of  its  own  stock  in  July  1926. 

Purchases: 

July  1 - 3,000  shares  of  common  stock  at  .9.  per  share 
150  shares  of  preferred  stock  at  105. 

July  5 - Common  stock,  1,000  shares  at  . R.  per  share, 
Preferred  stock,  200  shares  at  98. 


Sales : 

July  20  - 2,000  shares  of  common  stock  at  • 10  per  share 
100  shares  of  preferred  stock  at  104 . 

July  25  - 1,000  shares  of  common  stock  at  7 per  share 
150  shares  of  preferred  stock  at  97. 

The  semi-annual  dividend  is  declared  on  July  25,  payable 
on  July  31,  The  common  stock  to  receive  as  dividend  the  balance 
left  in  the  surplus  account,  but  only  even  dollars  per  share 
should  be  paid. 

Required : 

1.  Entries  to  date 

2.  Balance  sheet  at  the  close  of  July  31,  192C. 

Problem  19 


The  Pemberton  Corporation  is  organized  under  the  assaclvusetts 
laws  on  October  1,  1925,  with  a capital  of  2,000  shares  of  pre- 
ferred stock  with  a par  value  of  100  and  2,000  shares  of  no  par 
value  stock.  Subscriptions  are  received  as  follows: 

October  31,  1925,  1,500  shares  of  preferred  stock  at  par 
payable  in  four  equal  instalments  one,  two,  three,  and  four  months 
after  the  subscript! cm  date. 

November  1,  192  5,  2,000  shares  of  common  stock  at  ^'40  per 
share  payable  25  on  date  of  subscription  and  the  balance  in 
three  equal  instalments  on  January  1,  February  1,  and  larch  1,  1926 
respectively. 

The  first  two  instalments  of  the  preferred  stock  have  been 
paid  and  the  third  and  fourth  have  been  paid  except  on  20  shares 
subscribed  by  George  Brest.  The  instalments  on  common  stock  have 
been  paid  with  the  exception  of  the  last  two  instalments  on 
100  shares  subscribed  by  ill ism  Collins.  Froper  demands  have  been 
made  in  both  cases. 

The  treasurer  of  the  corporation  sells  by  public  auction  on 
May  15,  1926  as  shown  below: 

Preferred  stock  at  65 

Expenses  for  the  sale  of  t is  stock  was  paid  by  the 
corporation  • 25 . 

Common  stock  at  . 20  per  share 

. xpenses  of  auction  paid  . 20. 


. 

■ 


. 
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Prepare  all  the  necessary  entries  to  rate  and.  balance  sheet 
at  the  close  of  May  15,  1926. 

'hat  is  the  proper  procedure  as  to  the  surplus  and  deficiency 
from  the  sales? 

Answer  - See  Chapter  156,  Sections  19  and  20  of  tie  Massachu- 
setts General  Laws. 


Problem  20 


The  Central  Mfg.  Co.  incorporated  in  Massachusetts  on  April  1, 
1926  with  a capital  of  .500,000  divided  equally  into  common  and 
preferred  stock  with  a par  value  of  100.  per  share. 

50;','  of  the  stock  is  issued  April  15th  far  the  purchase  of 

an  old  going  concern  w ose  assets  are  as  follows: 

Accounts  receivable  (all  good)  ,.65,000. 

Plant  and  Machinery  (Net)  110,000. 

Merchandise  at  Cost  ('  orth  65,000.)  50,000. 

The  other  50  of  the  stock  is  sold  on  instalments  payable 
20  upon  subscription  and  the  balance  in  two  equal  instalments  on 
June  1 and  August  1,  1926. 

The  Instalments  have  been  pa  id  with  the  exception  of  a 
subscription  of  50  shares  of  preferred  and  50  shares  of  common 

stock. 


This  stock  was  properly  advertised  ana  auction  sale  he  Id  on 
October  1,  1926.  No  bids  ere  received  for  the  common  stock  and 
he  preferred  stock  v;  s sold  for  . 60  per  share.  Actions  at  law 
were  brought  against  John  Fleet,  subscriber  of  the  preferred  stock, 
and  Joseph  Gordon,  subscriber  of  the  common  stock.  Judgments 
were  rendered  against  both  defendants  on  October  15,  1936.  John 
^leet  pays  his  deficiency  judgment;  court  costs  of  40  and  interest 
charges.  Joseph  Gordons  judgment  is  unsatisfied  as  7fet,  therefore, 
the  amount  previously  paid  by  him  is  forfeited  to  corporation. 

The  court  costs  paid  thereon  were  35. 

See  G.  L.  Chapter  156,  Section  19  and  20. 

Required: 

1.  Journal  entries  including  August  1,  1926 

2.  Ledger  accounts 

3.  Trial  balance  on  August  1,  1926 

4.  Journal  entries  to  oate 

5.  Balance  sheet  after  all  transactions  lave  been  re- 
c orded . 
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Problem  1 

Elliott  & Gorman  Co.  Inc. 
Adjusted  Trial  Balances 


December 

31,  1925 

December 

31,  1926 

Cash 

C 6000 

$ 4000 

Notes  Receivable 

8000 

10000 

Accounts  eceivable 

45560 

59100 

Inventories 

34600 

37800 

Delivery  Equipment 

3800 

4000 

Depreciation  Reserve 

of  Del.  Equip • 

£ 950 

i 1950 

Furniture  & Fixtures 

4500 

4000 

Depreciation  Reserve 

of  Turn.  & Fix. 

1800 

2000 

Deferred  Charges 

240 

280 

Notes  Payable 

10000 

12000 

Accounts  Payable 

29400 

28440 

Accrued  Liabilities 

300 

250 

Capital  Stock  Common 

50000 

50000 

Preferred  Stock  (7  ) 

15000 

Surplus 

13450 

8390 

Sales 

267400 

285060 

Sales  e turns 

2400 

2920 

Purchases 

240340 

250200 

Purchases  Returns 

2810 

3100 

Selling  Expenses 

11210 

12600 

Depreciation 

1350 

1500 

Administrative  Expenses 

16850 

17780 

Purchases  Discounts 

1750 

1870 

Interest  Income 

150 

160 

Sales  Discounts 

2350 

2970 

Bad  Debts 

650 

900 

Interest  Expenses 

160 

170 

• 378010 

v 378010 

408220 

. 408220 

Inventories : - Dec. 

31,  1925 

— s 37800 

Dec  • 

31,  1926 

— ,45100 

From  the  above  trial  balances  prepare: 

1.  Co  .parative  Profit  and  Loss  statement 

2.  Comparative  Balance  Sheet 

3 . Reconciliation  of  the  urplus  ccount. 


Problem  2 


Lees  Me  Manufacturing  Co. 

Trial  Balances  Before  Closing  12/31/25  and  12/31/26 


December 

31,  1926 

December 

31,  1925 

Cash 

i 7500 

e 

4 8000 

Accounts  Receivable 
Reserve  for  Bad  Debts 
Finished  Goods  Invento- 

104200 

3800 

105600 

3200 

r ies 

Goo^s  in  Process  in- 

99650 

97500 

vent  or  ies 

15000 

18900 

Raw  r a ter  ia  Is  Inven  t or  i es 

20000 

23700 

Build-in  s & Fquipment 

162000 

151000 

Furniture  & Fixtures 

5000 

5000 

Depreciation  Reserve 
Unexplred  Insurance 

1500 

45750 

1400 

36500 

Supplies  on  Hand 

800 

1000 

Sales 

Sales  Returns  & Allowances 

1560 

296710 

1750 

289500 

Raw  Materials  Purchases 
Raw  Materials  Returns 

160000 

3450 

162500 

3250 

Direct  Labor 

45700 

42400 

l Manufacturing  'xpenses 

31400 

32600 

Selling  T xpenses 

11300 

10800 

Salaries 

10000 

10000 

Adi:  inis trat  ive  xpenses 
Pure  ha  s es  D is  c oun  ts 

13500 

3850 

14100 

3750 

Sales  of  Scraps 
Sales  is  counts 

4560 

5100 

5150 

4200 

Bad  Debts 
Kotes  Payable 

3440 

15000 

4050 

60000 

Accounts  payable 

113400 

106500 

Capital  Stock 

200000 

200000 

Surplus 

29550 

38550 

Profit  and  Loss 
'nissued  Stock 

30000 

10500 

50000 

. 727110 

, 727110 

745450 

745450 

Prepare: 

1.  Comparative  statements 

2.  Five  ratios. 


. 

' 


. 
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Problem  3 

The  Clapp  & Otis  Company  asks  you  to  prepare  (a)  work 
sheet  (b)  profit  and  loss  statement  and  (c)  balance  sheet  from 
the  following  trial  balance  at  January  1,  1926. 


Cash 

Hotes  Receivable 
Accounts  Receivable 
Reserve  for  Bad  Debts 
Inventories,  January  1,  1925: 
De  t.  II  o.  1 
De  t.  Ho.  2 
Unexpired  Insurance 
Equipment 

Reserve  for  Depreciation 
Hotes  Payable 

Kotes  Receivable  Dis counted 
Accounts  payable 
F.  Clapp  - Capital 
R.  Otis  - Capital 
F.  Clapp  - Personal 
R.  Otis  - Personal 
Purchases : 

~ept.  Ho.  1 
Dept.  Ho.  2 
Purchases  Re turns : 

Dept.  Ho.  1 
Dept.  Ho.  2 
Sales : 

Dept.  Ho.  1 
Dept.  Ho.  2 
Sales  eturns: 

Dept.  Ho.  1 
Dept.  Ho.  2 

Expenses  - Dept.  Ho.  1: 

Sell ing  ” xp e ns e s 
Administrative  Expenses 
Expenses  - Dept.  Ho.  2: 
Selling  ' xpenses 
Administrative  Expenses 
Purchases  Discount 
Interest  Income 
Sales  Discount 
Bad  Debts 
Interest  Expenses 


• 2,800. 
8,000. 
16,800 . 


, 1,500. 


22,500. 

14,350. 

650 . 

4,500. 

1.500. 

2.500. 
5,000. 

12,700. 

10,000. 

15,000. 

2,000. 

3,000. 


40,250. 

46,740. 


2,160. 

2,485. 

10.650. 
8,787. 

11.650. 
9,434. 


1,240. 

1,510. 

71,780. 

80,625. 


1,465. 

110. 

2,719. 

1,250. 

205. 


,210,930.  210,930. 


Inventories  January  1,  1926: 

Deot.  Ho.  1 ."10,865. 

Dept.  Ho.  2 11,970. 


Hote  - Shov;  the  operat  ing  result  for  each  department 
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Problem  4 


The  Novelty  Sj:o©  Co.  is  a concern  selling  men’s  ana  women’s 
shoes  at  retail.  It  has  tv.  o depar  tments . The  men’s  department 
and  ladies*  department.  The  sales  are  all  cash  aalos , while  the 
purchases  are  made  an  account. 

The  books  kept  are  as  follows: 

Purchases  Book  with  three  columns  - 
Dept.  1,  Dept.  2,  and  Total 

Note: --Depar truant  1 is  the  men’s  and  Department  2 is  the 
women ’ s department . 

Cash  Book: 

Debit  side  - Net  Cash,  Dept.  1,  Dept.  2,  General. 

Credit  side  - Net  Cash,  Purchases  Discount,  Accounts 
payable.  General. 

Journal 

General  Ledger 

rre  di t or s ' Ledge  r 

All  transactions  are  recorded  on  sales  slips,  expense 
vouchers,  and  purc'nase  orders;  and  at  the  end  of  the  week  they  are 
recorded  in  the  books  of  record,  therefore,  transactions  are  given 
in  weekly  sunraries. 

The  balance  sheet  at  December  31,  1825  is  -- 


Cash 

950. 

Ac  c ounts  Fayab  le 

4,680 

Inventories : 

Accrued  ’ ages 

125 

Dept . 1 

8,500. 

Reserve  far  Depreciation 

1,020 

~>ept.  2 

7,450. 

Capital: 

Unexpired  Insurance 

75. 

J.  Stone 

7,500 

Store  E quipment 

3,400. 

1.  Shaffer 

7,500 

Prepaid  Rent 

450. 

20,825. 


Accounts  Payable  balances: 

illiams  & Clark  Co. 
Golden  Rule  S oe  Co. 
Geo.  Keith  Shoe  Co. 

Total 


2,100. 

1,550. 

1,030. 

4,680. 


20,825. 


January  4 


Purchases : 

~ origins  Shoe  Co. 
orrick  ioe  Go. 
at son  Shoe  Co. 
illiams  & Clark  Co. 
Sales : 

Dept.  1 
Dent.  2 


2,480. 

1,630. 

895. 

950. 

3,650 . 
1,950. 


Dept.  1 

T‘  2 
" 2 
" 2 


. 


. 


■ 

. 

' 


. 

. 
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Cash  Payments: 

V ill  lams  & Clark  Co. 
Golden  ??ule  Shoe  Co. 
Geo.  Keith  Shoe  Co. 
Salesmen’s  Salaries 
Commissions 
Freight  In 
Store  Supplies 


• 2,100. 
550. 
1,030. 
145. 

72. 

110. 

25. 


less  3 
on  account 
less  2 


January  11 


Purchases : 

Geo.  Keith  Shoe  Co. 

Golden  Rule  Shoe  Co. 

Douglas  Shoe  Co. 

V illiams  & Clark  Co. 

Sales : 

Dept.  1 
Dept.  2 
Cash  Payments: 

Golden  Rule  Shoe  Co. 

Douglas  Shoe  Co.  bill  of  the  4th  less  2 
atson  Shoe  Co.  bill  of  the  4th  less  Si 
Herrick  Shoe  Co.  bill  of  the  4th  less  5 


Salesmen’s  Salaries 

140 

Commissions 

45 

Freight  In 

125 

General  Expenses 

75 

1,275. 

1,050. 

3,540. 

2,000. 

2,350. 

2,785. 

1,000. 


Dept . 

fi 

« 


1 

2 

1 

2 


on  account 


Shoes  returned  during  week  for  bhich  the  purchase  price  has  been 

refunded  45. 

20  pairs  of  shoes  were  returned  to  illiams  & Clark  Co.  on  account 
of  defective  stock  -70. 


January  18 


Purchases : 


atson  Shoe  Co. 

Douglas  Shoe  Co. 

Herrick  Shoe  Co. 

Sales : 

De  pt . 1 
Dept.  2 
Cash  payments: 

' illiams  & Clark  Co.  bill  of 
Geo.  Keith  Shoe  Co. 

Douglas  Shoe  Co. 

Golden  ule  Shoe  Co. 


2,500.  Dept.  2 
875.  Dept.  1 
1,320.  Dept.  2 

1,985. 

2,250. 

Jan.  4 less  3 
" 11  " 4< 

”11  ” 5:' 

" ii  * si 


Salesmen’s  Salaries  140. 
Commissions  31. 
Freight  In  89. 
Supplies  (Store)  45. 
General  Expenses  62. 
Pent  900. 


is  paid'  in  advance  on  the  15th  of  each  month. 
Discount  5,000.  60-day  note  at  our  bank. 


TJote  — The  rent 


' . • . 

. 

' ...  ->  ■?  ;r  ' 


. 


- • . - 

. 

: 


. 
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January  85 


Purchases : 

Geo.  Keith  Shoe  Co.  125.  D©pt.  1 

Golden  Rule  Shoe  Co.  360. 

Sales  : 

Dept.  1 4,685. 

Dept.  2 5,570. 

Returned  to  atson  S oe  Co.  shoe 3 to  the  value  of  750. 
Sales  returns  for  the  week  • 125.  (See  January  11th) 

Cash  payments : 

illiiims  & Clark  Co.  bill  of  Jan.  11  less  3C 
atson  Shoe  Co.  1,000.  on  account 
Herrick  ff  " 1,000  on  account 

Salaries  Salesmen* s , 160. 

Commissions  110. 

Ceneral  Expenses  85. 


Record  the  above  transactions  in  the  proper  books ; prepare  trial 
balances;  work  sheet;  profit  and  loss  s ta  tement;  balance  sheet 
at  January  31 ; and  close  the  books. 

Add  iti  onal  information  : 

Sales  not  on  the  books: 


Dept.  1 tl,610. 

Dept . 2 875 . 

Items  /ccrued: 

Salaries  140. 

General  Expenses  46. 


The  insurance  expires  on  , pril  1,  1S26. 

Distribute  the  Freight  In  in  proportion  to  purchases  between 
Dept.  1 and  Dept.  2. 


Inventories : 

Dept.  1 t 4,850. 

Dept.  2 7,980. 


Note — Show  gross  profit  for  each  department. 


fr'  problem  5 

The  Box  Sales  Co*s  balance  sheet  on  December  31,  1925  is  as 

f ollows : 


Cash  Cl, 000. 

Accounts  receivable  8,350. 

Inventories : 

Wooden  Boxes  7,800. 

Paper  Boxes  4,650. 

Equi pme  nt  1,500 . 


, 23,300. 


Accounts  Payable  . 0,800. 
Reserve  for  Depreciation  500. 
Capital: 

J.  Greene  6,000. 
T.  Smith  8,000. 


2;:  ,300 
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Accounts  Receivable  Balances: 
F*  Ottani 
Jones  Shoe  Co, 

National  Shoe  Co, 

Stand. rd  Shoe  Co, 

Equity  Shoe  Co. 


, 1,650. 
2,100. 
1,800. 
2,300. 
500 . 


Total 


. 8,350. 


Accounts  Payable  Balances: 
Lynn  Paper  Box  Co. 
Daly’s  Box  Co. 

Sprague  Box  Co. 
Boston  Box  Co. 

Total 


i 3,600. 
1,850. 
1,150. 
2,200. 

8,800. 


i'he  Box  Sales  Co.  sells  only  two  kinds  of  boxes  - wooden  and 
paper  boxes.  It  has  only  two  expense  accounts  - selling  and  gen- 
eral expenses.  The  purchases  and  sales  returns  are  handled  direct- 
ly through  the  purchases  and  sales  accounts  respectively. 

The  books  in  us©  are: 

Cash  Receipts  Book  - Net  Cash,  Sales  Discounts,  Accounts 
Receivable,  Genera  1. 

Cas  payments  Book  - Net  Cash,  Purchases  Discounts,  Accounts 
Payable,  Selling  Expenses,  General  Expenses,  General. 

Sales  Book  - Three  columns  - 'ooden  Boxes 
Paper  Boxes , Total 

Purchases  Book  - Three  columns  - ooden  Baxes 
Paper  Boxes,  Total 
Journal 

General  Ledger 
C us  t o me  r s ’ Leag  er 
Creditors’  Ledger 


January  4 


Sales : 

Paper  Boxes  - 

Hill  Sc  ' elch  2/10 
E.  Ottani  2/5 
Jones  Shoe  Co.  2/10 
ooden  Boxes: 

National  Shoe  Co.  2/10 


950. 

750. 

1,175. 

1,650. 


January  8 


purcha  es : 


V ooden  Bpxes  Taper  Boxes 


Lynch  Box  Co. 

Daly’s  Box  Co. 

Lynn  Paper  Box  Co. 

Cash  ] eceipts : 

F.  Ottani  balance  of  Jan.  1,  192  6 
Jones  Shoe  Co.  " ” " 

National  shoe  Co.  ,f 


1,600. 

150. 

980. 


225. 


1,250. 

175. 


. 

. 

. 


. 

. 


. • 


. .. 


Cash  payments: 

^aly's  Box  Co.  Jan.  1 balance 
Boston  Box  Co. 

Selling  Expenses  v250. 

Gcnerul  Fxpenses  170. 


Received.  60-day  note  from  Equity  Shoe  Co.  for  the  balance  due 
and  interest  at  6". 

Standard  Shoe  Co.  returned  wooden  boxes  amounting  to  ,,500. 


January  12 


Sales : 

Standard  Shoe  Co.  2/10 
quity  Shoe  Co.  l/5 
Hill  & elc'n  2/10 
purchases : 

Boston  Box  Co. 

)aly’s  Box  Co. 


oocien  Baxes 

Paper  Boxes 

1,400. 

890. 

200. 

275. 

32;  . 

410. 

785. 

625. 

425. 

170. 

January  14 


Cash  : eceipts : 

Hill  & elch  bill  of  Jan.  4 
E.  Ottani  bill  of  Jan.  4 
Jones  Shoe  Co.  bill  of  Jan.  4 
The  Rational  Shoe  Co.  retui'ned  . 50.  of  wooden  boxes. 

Received  10  day  note  from  Standard  S >oe  Co.  in  payment  of 
old  balance. 


Janua  ry  18 


Cash  payments: 

Lync  Box  Co.  bill  Jan. 
Daly»s  Box  Co. 

Selling  Expenses 
General  -xpenses 


8 less  2 
8 " 1% 
$285# 

420. 


Gave  our  30-day  interest-bearing  note  to  Lynn  Paper  Box  Co.  in 
payment  of  old  balance. 


January  22 


Cash  eceipts: 


Standard  Shoe  Co.  bill 

of 

*ian. 

12 

Equity  Shoe  Co. 

V 

•? 

n 

Hill  & "elch  n 

It 

0 

n 

.es : 

Y.o oden  Boxes 

Paper  Boxes 

' . Ottani  2/10 

5415 . 

• 85. 

Jones  Shoe  Co.  2/10 

860. 

381. 

Rational  Shoe  Co.  2/10 

310. 

275. 

Standard  Shoe  Co.  2/10 

832 . 

795. 

National  shoe  Co.  returned  ,100  of  paper  boxes  to  be  credited  on 

bill  of  Jan.  22. 

Ye  returned  150.  of  paper  boxes  to  Lynn  Paper  Box  Co. 
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Purchases : 

Lync  ''  Box  Co. 
Paly*s  Box  Co. 


ooden  Box  es 

: 965 
898 


Paper  Boxes 

: 832 
482 


January  25 


Cash  payments: 

Lynn  Paper  Box  Co.  bill  of  Jan.  8 less  1 
Daly  * s Box  Co.  " " " " " 2D 

Selling  Expenses  $481. 

Ceneral  Expenses  397. 

Sprague  BqX  Co.  balance  of  Jan.  1 


January  30 


Sales : 

- ooden  Boxes 

Paper  Boxes 

!r . Ottani  l/5 

£ 262 

i 305 

Hill  & eleh  2/10 

415. 

230 

" quity  Shoe  Co.  2/10 

184 

457 

Purchases : 

Lynn  Paper  Box  Co. 

1,318 

Sprague  Box  Co. 

755 

464 

Lynch  Box  Co. 

1,158 

Returned  297  of  wooden  boxes 

to  Lynch  Box  Co.  on 

iniToice  of’  Jan 

Accrued  items : 

Selling  expenses 

396. 

General  expenses 

435. 

22 


The  January  rent  has  not  been  paid,  as  yet.  The  monthly  rent 
is  500  and  is  charged  4/5  to  selling  and  1/5  to  general  expenses. 

The  depreciation  of  fixed  assets  is  12D  per  annum  and  is 
charged  to  general  expenses. 

The  inventories  on  January  31,  1926  are: 
ooden  Boxes  ,11,520. 

Paper  Boxes  5,210. 

Record  the  above  transactions  in  the  respective  books  and 
prepare : — 

1.  Trial  balances 

2.  Profit  and  loss  statement  - Show  gross  profit  for 
each  class  of  goods. 

3.  Closing  entries 

4.  Balance  Sheet 


,r 


Problem  6 


The  ledger  of  Allen  and  Honies,  Inc.  show  the  folia-  ing  balances 
on  December  31,  1926  before  posting  the  transactions  for  the  month 
except  the  sundr?/-  accounts  which  have  been  posted  daily. 


. 


. 


• - 


- 


- 
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Cash 

: 2,100. 

Accounts  eceivable 

31,500. 

.Reserve  for  Bad  Debts 

950 

Inventory,  October  1,  1925 

51,350. 

Equipment 

3,700. 

eserve  for  Depreciation  of  Equipment 

740 

Vouchers  Payable 

24,780 

Capital  ftock 

50,000 

Profit  and  Loss 

2,365 

Purchases 

187,250. 

purchases  Returns  & Allowances 

2,670 

Sal  es 

225,265 

Sales  eturns  and  Allowances 

5,215. 

S';  ipping  Expenses 

3,586. 

Selling  Expenses 

5,695. 

Administrative  Expenses 

6,460. 

Payroll 

10,550. 

Purchases  Discounts 

1,230 

Interest  on  Bank  Balances 

105 

Sales  Discounts 

2,014. 

The  summaries  of  the  books  to  be 

posted  are  shown 

below: 

Voucher  Payable 

v 22, 115. 

Purchases 

18,194. 

Shipping  Expenses 

321. 

Selling  Expenses 

485. 

Administrative  Expenses 

640. 

Payroll 

975. 

Sundr ies 

1,500. 

Sales  Book: 

Accounts  Receivable 

19,655. 

Cash  Sales 

2,285. 

Cash  I eceipts  Book: 

ilet  Cash 

21,383. 

Sales  Discounts 

164. 

Accounts  Receivable 

18,547. 

General 

3,000. 

Cash  Payments  Book: 

Pet  Cash 

20,580. 

Pur c has  e s Discoun ts 

126. 

Vouchers  payable 

20,176. 

General 

530. 

From  the  above  facts,  prepare  a work  sheet,  considering  that 
the  depreciation  is  10  , the  reserve  far  bad  debts  should  be 
increased  to  Z>%  of  the  customers*  accounts,  and  that  the  merchan- 
dise inventory  is  49,482. 


. 


. i 


' 

- , ; ...  M 


1 
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problem  7 


(a)  The  machinery  a cc  ount  of  the  entworth  Manufacturing 
Company  shoved  75,800.  on  December  31,  1925  and  the  reserve 
account  a balance  of  35,450.  The  accounts  are  correct  except 
two  transactions  for  which  questions  were  raised  as  to  the 
propriety  of  the  entries. 

1.  A machine  with  an  estimated  life  of  12  years  purchased 
in  January,  1915,  costing  . 3,500.  was  replaced  in  December,  1924, 
by  a ma chine  with  a life  of  10  years  at  cost  of  4,000.  The  only 
entry  nude  was  a charge  to  the  reserve  account  and  a credit  to 
cash  for  4,000. 

2.  A machine  costing  , 2,000.  in  December  1920  was  sold  for 
£ 800.  in  July,  1925.  The  entry  made  was  a charge  to  cash  and 

a credit  to  the  reserve  account  for  .800.  The  life  of  this 
machine  was  estimated  at  10  years.  Adjust  the  accounts  to  date. 

(b)  One  large  truck  worth  v 2,500.  was  purchased  in  December, 

1923  for  1,000.  Depreciation  to  December  31,  192  5 has  been 
computed  on  .,2,500.  The  estimated  life  from  the  purchase  date 
was  three  years. 

Prepare : 

1.  Entries  which  the  company  m^de. 

2.  Entries  and  ledger  accounts  which  shouM  have  been 

made  to  date. 


Problem  8 


The  Machinery  Account  of  The  Taunton  Stove  Co.  shows  the 
following  debits  and  credits  respectively: 


Deb its 


„ January, 

1920 

C 50,000 

»» 

1921 

20,000 

V 

1922 

10,000 

ft 

1923 

5,000 

« 

1924 

15,000 

«! 

1925 

Credits 

5,000 

January,  1924 

(cost 

v 3 , 000 ) 

2,000 

Depreciation  has  been  disregarded  entirely  in  ti  e past,  but 
arbitrary  amounts  have  been  deducted  for  the  purpose  of  re- 
ducing the  liability  for  income  taxes. 


In  the  December,  1925  meeting,  the  board  of  directors 
decided  that  a consistent  plan  of  computing  depreciation  be 
adopted,  but  being  unable  to  determine  which  of  the  two  methods 
to  use,  requests  you  to  give  your  opinion  in  regard  to  it.  The 


. 


. 

. 

. 

. .. 


» 


. 


. . 


two  methods  in  question  are  the  10  of  cost"  method  and  "10.1 
on  cost  less  depreciation"  method.  Ho  question  v/as  raised  about 
the  rate  for  it  was  agreed  that  10  would  be  adequate. 

Prepare  one  schedule  under  each  of  the  above  methods  and 
show  the  difference  between  them. 

Adjust  the  Machinery  account  by  journal  entries  inccrpo- 
rating  the  method  which  you  choose. 

Give  reasons  for  your  choice. 


T e Hovelty  Manuf acturing  Company  was  organized  in  1020 
wit  : a capital  of  150,000  to  manufacture  and  improve  a new 
patented  machine.  Two  shares  of  the  capital  stock  were  sold  at 
par  for  cash  and  the  balance  v/as  given  for  te  purchase  of  the 
patent  from  the  inventor. 

On  March  30  of  the  same  year  machinery  was  purchased  amounting 
to  15,000.  and  operation  was  started  on  July  1,  1920.  Between 
1920  and  1926  new  experiments  were  under  way  continuously  by  the 
use  of  a machine  with  a five-year  life  costing  .,,5,  >00.  included 
in  the  Machinery  account,  hxper imental  charges  of  . 10,000.  have 
been  paid  since  incorporation.  On  December,  1926,  a nev/  patent  v/as 
obtained. 

A reserve  for  depreciation  of  15  of  the  original  cost  of 
the  machinery  has  been  set  aside  each  year.  In  December,  1923, 
a new  machine  costing  . 500.  v/as  used  to  replace  an  old  part  t’at 
cost  ; 300.  and  charged  to  expense.  The  machinery  was  appraised 
on  December  31,  1926  and  foune  to  be  worth  3,000.  exclusive  of 
the  mac  ine  used  for  experimental  work. 

Requ  ired : 

1.  Set  up  ledger  accounts  for  the  transactions  beginning 
with  the  purchase  of  the  machinery  to  December  31,  1926  as 
they  appear  before  the  appraisal. 

2.  Make  any  adjusting  entries  necessary  in  order  to  reflect 
the  true  conditions  of  the  accounts  at  the  close  of  December  31, 


Problem  9 


1926. 


problem  10 


Hew  England  Eus  Company 


Bus  Account 


January  1,  1923  Two  Busses 
July  1,  1924  One  Bus 
January  1,  1925  " 

December  31,  1926  Balance 


20,000. 

15.000. 

12.000. 
47,000. 


. 
. 


. 
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Reserve  for  Depreciation  of  Busses 


December 

31, 

1923 

Depreciation 

; 4,000 

December 

31, 

1924 

f! 

5,500 

December 

31, 

1925 

n 

9,400 

January 

1, 

1926 

By  cash 

11,000 

December 

31, 

1926 

w tt 

9,400 

December 

31, 

1926 

Ba  lan  ce 

39,300 

In  the  course  of  an  audit  of  this  account  you  find  that, 
one  of  the  busses  purchased  an  January  1,  1923  was  given  in 
exchan;  e on  the  purchase  made  on  January  1,  1925  for  which  3,500. 
was  allowed.  The  invoice  price  of  the  nev;  bus  was  . 15,500.  The 


entry  mode  by  the  bookkeeper  is:~ 

Bus  Account 
Cash 

To  record  the  cash  paid 

the  new  bus . 

The  bus  purchased  on  July  1, 
accident  on  January  1,  1926.  The 
to  the  bus  company  who  later  sold 
made  at  this  tlrae:- 

Cash 

Reserve  for  Depreciation 

Cash 

Profit  and  Loss 


; 12,000. 

. 12,000. 

for 


1924  was  damaged  in  an 
insurance  company  paid  11,000. 
the  bus  for  1,000.  Fntries 


11,000. 

of  Busses  v 11,000. 

1,000. 

1,000. 


Prepare : 

1.  "Entries  to  adjust  the  accounts. 

2.  Corrected  ledger  accounts. 

3.  Schedule  of  busses. 

"hat  rate  and  method  of  depreciation  were  used  in  computing 
the  yearly  depreciation? 


problem  11 


The  Hamilton  Manuf actur ing  Company  kept  only  one  fixed 
asset  account  in  the  past.  A flat  rate  of  6 has  teen  used  in 
computing  depreciation  which  was  credited  directly  to  the 
property  account.  Account  is  s;  o :nn  below. 


Debits 


January, 

1922 

Buildinns 

ti 

n 

Machinery 

n 

n 

Ifjs  talla  t ion 

I! 

n 

Mach  ine  Tools 

ft 

1924 

Buildings 

If 

1! 

Machinery 

250.000. 

300.000. 

10,000. 

20,000. 

50.000. 

80.000. 


t a 0 


* 


■ 

* 

. 


- 


. 
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January, 

1924 

Machine  rods 

10,000 

»! 

1925 

Machine  Tools 

10,000 

ft 

1926 

Mach  ine  ry 

10,000 

Credits 

December 

, 1922 

Deprec  ia  t Ion 

t 34,800 

ft 

1923 

n 

34,800 

ft 

1924 

ft 

43,200 

ft 

1925 

ft 

43,500 

January, 

1926 

(Machine  purchased  1/1/22 
at  a cost  of  10,000) 

7,000 

December 

, 1926  Depreciation 

43,980 

t! 

1926 

Balance 

532,720 

At  this  time,  it  has  been  suggested  t’n&t  three  accounts  be 
opened  for  the  above  account,  - Buildings;  Machinery;  Tools, 

Upon  inquiry,  it  has  been  determined  to  revise  the  depreciation 
rates  and  make  any  necessary  adjustments.  The  revised  rates  are 
Buildings,  4 on  the  straight  line  method;  Machinery,  15  on  the 
balance  of  the  diminishing  value  method;  and  Tools  depreciated 
by  the  sum  of  the  years  degits  method  based  on  a five  year  life. 

Required: 

1.  Schedules  showing  yearly  depreciation,  for  each  account 

2.  Reserve  accounts. 

3.  Adjustments. 

4.  Ledger  accounts  s owing  balances  on  December  31,  1926. 

Problem  12 

On  January  1,  1926,  Mr • Clark’s  books  show  the  following  assets 
and  liabilities: 

Tlotes  Payable  , 3,000;  Accounts  Payable  v 1,500. 

Cash  15,000;  Accounts  Receivable  .'2,500. 

Finished  Goods  Inventory  ±6,000. 

At  the  end  of  the  year,  the  books  show,  in  part,  the  following 
information : 

Pur chases  Discounts  ; 1,900.;  Accounts  Payable  6,500.; 

Sales  ' iscounts  .2,370.;  Notes  eceivable  10,000.;  Finished  Goo  s 
Inventory  11,000.;  Manufacturing  Expenses  • 10,000.;  Bad  Debts 
(on  new  accts.)  ; 1,850.;  Shipping  Expenses  • 8,500.;  Cash  on  hand 
2,630.;  Accounts  eceivable  14,500.;  Machinery  12,000.; 

Furniture  & Fixtures  -3,000.;  Notes  Payable  8,000.;  Interest  Rec’d. 

300.;  Interest  Paid  ;200.;  Selling  Expenses  18,900.;  Administra- 
tive Expenses  .12,550.;  Lab cr  £0,000. 

The  sales  discount  is  found  to  bo  llr  , and  the  purchases  discount 

2%m 


Required: 


Trial  Balance 

Balance  Sheet 

Profit  and  Loss  Statement 

Cash  Account 


Problem  13 


Em.  McDonald,  a garage  owner,  decides  to  engage  in  buying 
old  cars,  repair  and  improve  them  for  the  purpose  of  reselling 
them,  During  1925,  he  buys  25  cars  at  an  average  price  of  85. 
each.  He  spends  < 650  for  new  parts,  ,260  for  labor,  to  recon- 
dition the  cars  for  resale. 

These  cars  occupied  an  average  of  50  spaces  during  the  year. 
These  spaces  could  have  been  let  for  garage  purposes  at  a monthly 
rate  of  10.  per  space. 

At  the  end  of  the  year,  December  31,  1925,  5 of  the  cars 
were  yet  unsold.  The  sales  made  were  v4,250,  end  the  other 
expenses  were,  selling  ,215,  office  160,  and  general  expenses 
c 185. 

Required: 

(a)  Profit  and  Loss  statement 

(b)  Average  cost  and  selling  price  per  car 

(c)  Value  of  inventory 

(d)  Percentage  of  gross  profit  to  cost  of  sales  and  to  sales 

(e)  The  gross  profit  and  net  profit  per  car. 

Problem  14 


R.  Bessom  and  Chas.  Pratt  engage  in  the  real  estate  business 
with  i capital  of  C 8,000  and  ,10,000  respectively.  At  the  end  of 
six  months,  June  30,  1926,  their  books  show  the  following  balances 


Cash 

Balance  due  on  houses  sold  - 
Secured  by  first  mortgages 
Inventory  of  houses,  2 of  those  bought 
in  April,  and  3 of  those  purchased  in 
June 

Office  Equipment 
Service  Car 

Purchases : 

January,  5 houses  i 6,400. 

Passing  of  titles  and  other  legal  expenses 
on  these  houses  , 165. 

Improvements  and  repairs  • 1,410. 

/ pril,  8 hour.es  ,,6,850. 

Other  expenses  have  been,  passing  of  titles,  etc.  28;  • 
repairs  :.316,  and  improvements  ,1,775. 

June,  10  houses  - ? , 6,700. 

Expenses:  passing  of  titles,  etc.  : 280,  repairs  690, 

I proveinents  2,110. 


3,099. 

6,500. 

1,800. 

1,600. 


. 


- 


• V 1.  •; 
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Sales : 


January  purchar.es  were  sold  at  an  average  price  of  • 7,850. 
April  purchases  •>  , 8,160. 

June  purchases  7,975. 

Expenses  paid: 

Advertising  • 525;  Commissions  : 1,615,  office  expenses  1,190, 
car  expenses  .350 , general  expenses  , 250,  partners’  salaries 
6,000,  interest  expense  , 1,250. 

Interest  received  . 475. 

The  bank  holds  mortgages  notes  amounting  to  ; 15,000.  and  unsecured 
notes  . 7500  with  265  of  ac crued.  interest . 

Interest  accrued  on  mortgage  receivable  :70. 

The  life  of  the  car  is  estimated  at  3 years  and  the  life  of  the 
office  equipment  at  8 years. 

From  the  abot'e  information  you  are  asked  to  prepare: 

(a)  Journal  entries  in  summarized  form 

(b)  Ledger  accounts 

(c)  Trial  balance 

(d)  Incane  statement 

(e)  Closing  entries 

( f ) Bal anc e Sh ee t 


The  trial  balance  of  the  New  England  Furniture  Co.  on  December 
31,  1925  Is  as  shown  below: 


Pr  ob  lem  15 


Cash 

Notes  Receivable 
Accounts  Receivable 
Inventory 
Office  Equipment 
Reserve  for  Depreciation 
Delivery  Equipment 
Reserve  for  Depreciation 
Accounts  payable 
Capital 

Profit  and  Loss 
Purchases 

Purchases  Returns  5 Allowances 
Sales 

Sales  e turns  & Allowances 
Freight  In 
delivery  Expenses 
Selling  Expenses 
Sal  or  ies 

General  Expenses 
Purchases  Discounts 
Sales  Discounts 
Land 

Legal  fees  in  transferring  title  to  land 
Build! nr  materials 
Building  labor 


. 1,850. 

4.500. 
31,950. 
48 , 500 . 

1.500. 


5,200 


89,750 


L , O 0 ) . 

131,271. 


3,830 

1,710 

3,460 

7,145 

6,500 

2,305 


•415 


986. 


5,600. 

75. 


9,850. 

12,150. 
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Building  liability  insurance 
Tearing  down  old  building 
General  building  expenses 
Sale  of  firewood 


265. 

580. 

895. 

165. 

V 238, 601.  238,601. 


Additional  information.  --  The  inventory  of  goods  on 
hand  is  ,42,675. 

Unexpired  insurance  260. 

Office  buildings  v:ere  built  by  the  company  during 
the  year. 

The  life  of  delivery  equipment  is  3 years. 

On  July  1,  one  truck  which  cost  . 3,000.  was  replaced  by  a new 
true!  costing  ,3500.  The  old  truck  had  been  purchased  on  January 
1,  1923.  ,'450  has  been  allowed  for  the  old  truck.  The  whole 

transaction  was  recorded  by  the  bookkeeper  as  follows: 


Delivery  Eauipment 
deserve  for  Depreciation 
Cash 

Del iv  ery  Equipment 


. 3,050. 

2,000. 

,3,050. 

2,000. 


Of  the  accounts  receivable  v 525  is  uncollectible,  2,175. 
is  doubtful  of  collection  and  is  expected  that  only  30  of  it 
can  be  collected;  the  balance  is  good. 


Requir  ed: 

(1)  Dork  sheet 

(2)  profit  and  Loss  Statement 

(3)  Balance  Sheet 

Problem  16 

The  Newton  Realty  Co.  purchased  a tract  of  land  in  1923  in 
order  to  develop  it  into  a residential  district.  Soon  after  the 
purchase,  the  balance  sheet  appeared  as  shown  below: 


Cash 

Land 

Title  transfer 
Office  quipment 


- 25,000.  Capital 

32.000. 

450. 

2,550. 

60.000. 


60,000. 


60,000. 


It  was  decided  that  before  any  sale  could  be  made  profitably, 
the  land  s ould  be  cleared,  the  streets  and  sidewalks  should  be 
laid,  tress  planted,  and  make  any  other  necessary  improvements. 


Just  before  any  sale  was  made,  the  books  show  the  follov.ing 
trial  balance  on  January  1,  1925. 


- 


I 
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Cash 

800. 

Cap ital 

60,000. 

Land  (125  lots) 

32,000. 

Lo  .ms  Payab  le 

2,000. 

Title  transfers 

450. 

Sales  of 

firewood  1,360. 

Office  Equipment 

2,550. 

Interest 

on  Bank 

balances  140. 

Impr  ove me nt  lab  or 

10,600. 

Trees  Sc  shrubberies 

3,500. 

Salar ies 

8,600. 

' 

Office  expenses 

2,850. 

General  expenses 

1,400. 

Interest  paid 

750. 

63,500. 

63,500. 

During  the  year  75  lots  were  sold;  60  of  the-  lots  were  sold 
at  an  average  price  of  . 800,  and  the  other  15,  which  were  corner 
lots,  at  1,000  per  lot. 

The  expenses  to  improve  the  corner  lots  were  ait  out  10  more 
than  the  other  lots;  therefore,  in  valuing  the  unsold  lots,  the 
corner  lots  should  he  valued  at  10  more  than  the  other  lots.  There 
are  10  of  these  corner  lots  unsold. 

payments  made: 


Loans  Payable 

$2,000 

Advert is ing 

460 

Salaries 

4,250 

Office  expenses 

1,010 

General  expenses 

1,420 

Interest 

40 

Interest  received  on  hank  balances  381. 

Office  equipment  is  depreciated  in  proportion  to  the  lots 

sold. 

From  the  above  information  prepare: 

(a)  profit  and  loss  statement 

(b)  Balance  sheet 

(e)  Schedule  showing  the  total  cost  of  the  land, 
the  cost  per  lot  of  both  corner  and  other 
lots,  and  the  value  of  each  class  of  lots  on 
hand  • 


problem  17 


The  General  Motors  Inc.  is  organized  for  the  purpose  of  purchas- 
ing. an  old  going  concern  whose  assets  and  liabilities  are  shown 

below. 


Accounts  receivable 

Dotes  receivable 

Finished  Goo  s 

Goods  in  process 

Maw  Materials 

Machinery  & Equipment 

Buildings 

.recounts  Payable 

6 Mortgage  Bonds  (Int.Apri 


i 356,000. 

875.000. 

1,680,000. 

400.000. 
550,000 • 

3.250.000. 

5.800.000. 

816.000. 

1 fr  Oct.  1)  3,980,000. 


499. 


The  cop italization  of  the  new  company  consists  of  i.  5,000,000. 
of  0 preferred  stock,  . 5,000,000.  of  canmon  stock  all  of  100 
par  value  shares,  and  N 10,000,000  of  20  year  First  I ortgage  Bonds 
with  interest  semi-annually  maturing  or.  January  1,  ^945. 

The  deal  is  closed  April  1,  1925  on  the  following  conditions: 

1.  The  as  ets  and  liabilities  to  be  taken  at  the  book  values. 

2.  The  stockholders  of  the  old  company  to  accept  5,000,000. 
of  preferred  stock,  ' , 0 00 ,000Acommon,  and  bonds  at  90  and 
interest  for  the  balance.  On  the  sane  aay , j pril  1, 

192  5,  a settlement  has  been  made  with  the  old  bond- 
holders whereby  they  agreed  to  accept  bonds  of  the  new 
company  at  98  and  interest. 

Prepare  journal  entries  to  June  30,  1925,  and  an  adjusted 
trial  bal  nee  as  of  June  30,  1925. 


Pr  oblon  18 

The  Midland  Utilities  Company  offered  to  the  public  • r, 000, 000 
of  ”5'"  Serial  Gold  notes’’  on  January  1,  1926,  with  interest  payable 
every  six  months  beginning  on  July  1,  1926.  The  whole  issue  of 
notes  were  purchased  by  sundry  investors  through  the  office  of 
Halsey,  Sturat  & Co.  at  an  average  price  of  98  jnd  interest  on 
Janua  ry  1 , 1926 • 

The  issue  is  divided  into  ,1000  notes  and  numbered  from 
one  to  five  thousand  with  coupons  attached  to  the  notes.  T-  ey 
are  retired  in  five  equal  lots  on  January  1 of  each  year  at 
par.  The  brokers1  eomnission  was  charged,  2%  ,of  the  notes. 

From  the  above  facts  prepare: 

1.  Schedule  showing  the  total  cost  of  the  loan  by  years. 

— 2*  Journal  entries  including  the  repayment  of  the  lots 

of  notes. 

3.  Ledger  accounts. 


Problem  19 

On  April  1,  1926,  the  International  Harvester  Company  authorized 
an  issue  of  C 3, 000, 000  10  year  5 Serial  Gold  Boner:  dated  May  1, 

192  6 .ith  interest  payable  on  November  1 and  ?*ay  1 of  each  year. 

The  bonds  will  be  retired  in  ten  equal  lots  of  ,300,000  beginning 
on  May  1,  1927  and  each  year  ther  eater  at  102. 

The  whole  issue  was  taken  up  by  Boston  and  New  York  brokers 
on  July  31,  1926  at  96  and  interest  accrued.  Fxponses  of  floating 
the  bonds  counting  to  v 60,000.  have  been  paid. 

Required : 

1.  Schedule  of  cost  to  finance  the  bond  issue. 

2.  Journal  entries  for  the  first  two  years  and  the  fifth 
and  last  year . 

3.  hat  entries  would  you  make  on  December  31,  1926  V 
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Problem  20 


International  Machine  '■  orks  Company 
Unclassified  Balance  Sheet,  December  51,  1925 


Cash 

Accounts  receivable 

Notes  eceivable 

Sundry  Items  receivable  Accrued 

Pension  Fund 

Sinking  Fund  Trustee 

Inventor  ies 

Machinery  & Equipment 

Buildings 


Office  Equipment 

Investments 

Goodwill 

Deferred  Charges 

Notes  Payable 

Accounts  payable 

Dividends  Payable -Preferred 

Sundry  Items  Payable  Accrued 

6 Sinking  Fund  Bonds 
Machinery  & Equipment  Depreciation 

eserve 

Buildings  Depreciation  Reserve 
eserve  for  Dividends 
Reserve  for  Inventory  Fluctuations 
Reserve  fop  Sinking  Fund 
.eserve  for  Contingencies 
: eserve  for  Income  Taxes 
Reserve  for  Bad  Debts 
Reserve  for  Shrinkage  in  Investments 
eserve  for  Insurance 
Reserve  for  Pensions 
Reserve  for  I x tensions 
Reserve  for  Notes  Discounted 
Reserve  for  Strikes 
Insurance  Fund 
C omrnon  f t oc  k ( Par  100  ) 

7 - Preferred  Stock  (Par 
Surplus 

Treasury  Stock  common  (500 
Deferred  Credits 


100) 


shares  ) 


225000- 

940000- 

200000- 

20000- 

80000- 

500000- 

1850000- 

2500000- 

5000000- 

50000- 

300000- 

1000000- 

30000- 


1500000- 


75000- 


250000- 

C75000- 

50000- 

15000- 

2000000- 

500000- 

1000000- 

450000- 

185000- 

500000- 

209000- 

350000- 

25000- 

1°000- 

1500000- 

80000- 

750000- 

50000- 

250000- 

3000000- 

1500000- 

912000- 

10000- 


; 14270000-  , 14270000- 


Prepare  a classified  balance  sheet  at  December  31,  1925, 
hat  is  the  book  value  of  the  common  stock  per  share? 

Note:-  Show  how  you  arrive  at  the  value  of  the  stock. 
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501 


A 

Accounting,  necessity  of,  1 
Accounts,  56 
casn,  61 

classification  of,  92 
creditors’ , 65 
customers’,  64 
customers* , function  of,  95 
function  of,  92 
valuation  of,  92 
Accounts  payable,  12,  106 
control  of,  134 
function  of,  134 
Accounts  receivable,  10,  183 
adjustment  of,  141 
control  of,  133 
function  of,  133 
Accrued  expenses,  148 
Accrued  income,  146 
Adjusted  trial  balance: 
from  ledger,  152 
on  work  sneet,  151 
.Adjustments,  127 

corporation  books,  313 
expenses,  144 
fixed  assets,  141 
insurance,  142 
interest,  143 
on  work  sdeet,  151 
partnersnip  books,  253,  322 
rent,  145 
supplies,  143 
Admission  of  partner,  255 
Appropriated  surplus,  305 
Assets,  9 

classification  of,  7 
current,  9 
deferred,  II 
fixed,  10 
not  on  books,  146 
Authorized  capital,  292 

B 

Bad  debts,  96,  97 
Balance  sheet,  2,  6 
accounts,  164 
comparison  of,  17 
equation  of,  3 
form  of,  15 
100<,  18,  25 
preparation  of,  6,  24 


purpose  of,  7 
title  of,  6 
Bonds,  14,  306 
discounts,  306 
entries  for,  30d 
premiums,  306 
amortization  of,  307,  311 
Books: 

closing  of,  3,  153,  315 
general,  54 

opening  of,  91,  264,  313 
Buildings,  11 

account,  function  of,  101 
depreciation  of  101 
depreciation  reserve,  103 
valuation  of,  101 
Business,  condition  of,  2 
Buying  an  interest,  254 

C 

Capital  stock,  287 
Capital  stock  subscribed,  300 
Capital  surplus,  304 
Cash,  9 r — 

account,  function  of,  93 
column  journal,  124 
reconciliation  of,  139 
Cash  journals,  193 
form  of,  194,  215 
posting  of,  195 
Cash  sales,  196 
Changes,  3,  7 

analysis  of,  4 
comparison  of,  4 
interpretation  of,  4 
Charges,  11 

deferred,  11,  104 
financial,  33 
from  outside  sources,  34 
Claims,  2,  7 

classification  of,  7 
residual,  2 

Closing  entries,  158,  160,  264, 
315,  324 

Closing  nominal  accounts,  162,  173 
Closing  real  accounts,  164,  171 
Columns,  addition  of,  48 
Control  accounts,  183 
adjusting  of,  138 
function  of,  183 


' 


- 
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opening  of,  136 
posting  to,  137,  191 
proving  of,  137 
Copyrights,  231 
Corporation,  287 

advantages  of,  292 
books  of,  292 
disadvantages  of,  293 
importance  of,  288 
organization  of,  238 
reports  of,  291 
Cost,  227 

direct,  227 
elements  of,  225 
indirect,  227 
Cost  of  sales,  28,  234 
determination  of,  29 
Creditors*  ledger,  223 
function  of,  106 
Credit,  14 

deferred,  14 
rule  for,  57 
Customers’  ledger,  222 

D 

Debit,  57 

deferred,  11,  104 
rule  for,  57 
Deferred  cnarge3,  104 
credits,  108 
function  of,  104 
Depreciation  methods,  102 
Direct  labor,  233 
Discounts,  70 

determination  of,  75 
recording  of,  71 
Dividends  payable,  306 
computation  of,  340 
entries  for,  339 
Division  of  profits,  271 
Donated  stock,  302 

entries  for,  336-338 
Drawing  accounts,  250 

E 

Entries,  67 

adjusting,  152,  156 
closing,  153,  160 
cross  reference  of,  69 
explanation  of,  63 
form  of,  63 

for  admission  of  partner,  255 
for  bonus,  303 


for  insurance  on  partners’ 
life,  281 

for  interest  on  partners' 
capital,  278 
posting  of,  69 
purpose  of,  67 
reversing  of,  166 
Equipment,  11 

account,  function  of,  103 
depreciation  of,  104 
valuation  of,  104 
Equities,  3 
Expenditures,  136 
Expense  journals,  207 
Expenses,  30 

administrative,  3e,  113 
manufacturing,  233 
operating,  30 
selling,  31,  118 

P 

Financial  expenses,  33,  120 
Financial  income,  32,  119 
Finished  gooda,  229 
Folios,  69 

Forfeited  stock,  303 
Fundamental  questions,  1 
Funded  debts,  19,  103,  306 

G 

General  journal,  208 
form  of,  218 
posting  of,  209 
purpose  of,  209 
General  ledger,  212 
Goods  in  process,  229 
Goodwill,  260,  314 
entries  for,  261 

I 

Incorporation  of: 
partnership,  320 
sole  proprietorship,  314 
two  or  more  concerns,  326 
Income,  109 

accrued,  146 
financial,  32,  119 
from  outside  sources,  33,  119 
incidental,  27,  119 
statement  of,  27 
Insurance,  11 

adjustment  of,  142 
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cash  value  of,  281 
life,  279 
unexpired,  11 
Installment  account,  301 
Interest,  12,  33 

accrued,  109,  147 
adjustment  of,  143 
determination  of,  75 
handling  of,  105 

on  excess  and  deficiency  capital, 
276 

prepaid,  12 
receivable,  109 
Internal  check,  186 
Internal  Revenue,  282 
Inventory,  99 
book,  234 
valuation  of,  99 
Investment,  111 

interest  on,  251,  275 

J 

Journal,  67 

cash  column,  124 
daily  posting  of,  128 
expense  column,  127 
form  of,  67,  81,  125 
general  column,  127 
purchases  column,  126 
monthly  posting  of,  129 
proving  of,  123 
sales  column,  126 
special  column,  124 

L 

Land,  100 
Ledger,  59 

adding  of,  60 
closing  of,  163 
credi tors* , 223 
customers*,  222 
form  of,  60 
opening  of,  60 
proof  of,  61,  169 
Liabilities,  12 
accrued,  13 
current,  12,  106 
deferred,  14,  108 
fixed,  14,  108 
not  on  books,  148 
Liability  of: 

directors,  290 
officers,  290 
partners,  248 


stockholders,  290 
Loan  accounts,  251 
Life  insurance,  279 
valuation  of,  233 
Loss: 

bad  debt3,  34 
net,  34 
operating,  32 
outside  sources,  34 

M 

Machinery,  11 
Making  an  investment,  255 
Management,  responsibility  of,  1 
Manufacturing,  225 
1 anuf acturing  accounts,  228,  234 
adjustment  of,  236 
closing  of,  237 
expenses,  233 
statement  of,  236 
Merchandise,  10 

account,  function  of,  93 
adjustment  of,  145 
inventory,  10,  20,  98 
taken  by  proprietor,  91 
Minute  book,  292 
Mixed  accounts,  140 
adjustment  of,  140 
Mortgages,  14 

N 

Set  worth,  15 

corporation,  23 
partnership,  23 
showing  of,  22 
nominal  accounts,  226 
closing  of,  162 
So  par  stock,  293 
purpose  of,  299 
note  journal,  207 
notes,  9 

diacounting  of,  75 
negotiability  of,  9 
payable,  12 
receivable,  9 
receivable  discounted,  94 
recording  of,  71-77 

O 

Obligations,  long  term,  108 
opening  of  corporation  books,  313 
Operating  profit  or  los3,  32 
Operating  ratio,  36 
Organization  expenses,  296 
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Ownership,  3,  8 

P 

Partners,  248 
accounts,  250 
admission  of,  254 
goodwill  of,  262 
profit  and  los3,  271 
relation  of,  248 
relation  to  third  parties,  248 
salary,  250 
schedule  of,  262 
Partnership,  246 
accounts,  249 
capitalization  of,  257 
determination  of,  247 
formation  of,  252 
l atent s,  230 
Patterns,  230 
Payroll,  232 
Percentages,  13,  25 
Period,  3 
end  of,  2 
fiscal,  2 
Petty  cash,  196 
Place  of  incorporation,  294 
Po3t-closing  trial  balance,  166, 
Posting,  69 
Private  ledgers,  212 
Proceeds  of  life  insurance,  282 
Profit  and  loss,  27,  121 
by  classes,  37 
by  departments,  37 
comparison  of,  35,  42 
determination  by  comparison,  3 
function  of,  121 
models,  39-43 
net,  34 

percentages  of,  35 
statement  of,  39 
title,  27 
Promises,  9 
oral,  10 
written,  9 

Property,  title  of,  2 
classification  of,  7 
Proprietorship  accounts.  111 
Purchases,  116 

allowances,  117 
column  journal,  126 
freight,  cartage,  etc.,  118 
function  of,  116 


ledger,  211 
returns,  117 
xurchases  journals,  200 
form  of,  201,  202,  217 
posting  of,  201,  202 

R 

Ratios,  13,  25 
Real  elements,  226 
Rent,  12 

accrued,  109,  149 
adjustment  of,  145 
prepaid,  12 
receivable,  109,  147 
Reports  of  corporation,  290 
Reserves,  110 
Returns  journals,  203 
Rights  of  stockholders,  290 

S 

Salaries  accrued,  143 
Sales,  27 

allowances,  23,  115 
column  journal,  126 
cost  of,  234 
function  of,  115 
ledger,  210 
returns,  23,  115 
Sales  journals,  198 

form  of,  199,  200,  217 
posting  of,  199 
Schedules,  46 

balance  sheet,  20 
creditors* , 192 
customers* , 192 
partners’,  255,  262,  326 
profit  and  loss,  44 
Selling  expenses,  113 
Serial  bonds,  310 
Simple  average,  272 
Special  journals,  124,  193 
form  of,  125,  131 
purpose  of,  193 
Starting  new  period,  166 
Statement  preparation,  49 
Status  of  concern,  2 
Stock,  237 

certificate  oook,  292 
classes  of,  289 
discount,  302 
ledger,  292 
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premium,  303 
subscription  book,  292 
transfer  book,  292 
Stores,  223 

advantages  of,  235 
cards,  235 
control  of,  234 
Subscriptions  receivable,  300 
classification  of,  300 
Subsidiary  ledgers,  185,  210 
proving  of,  212 
Supplies,  12,  106 

adjustment  of,  143 
handling  of,  106 
inventory  of,  12 
Surplus,  304 


T 

Taxes  on  life  insurance,  232 
Tools,  232 

Totals,  forwarding  of,  43,  123 
Trade  acceptances,  71 
Trademarks,  231 
Transactions,  54 
equation  of,  55 
recording  of,  56 
responsibility  of  parties,  54 
Treasury  stock,  301 

entries  for,  331-335 
Trial  balance,  47 
adjusted,  152 
closing,  166,  182 
preparation  of,  61,  69 
Turnover,  36 

0 


A 


ages  accrued,  148 
eighted  average,  273 
ork  sheet,  47,  150 
completion  of,  49 
form  of,  51,  154 
proof  of,  49 
purpose  of,  46,  150 
six  columns,  46,  51 
ten  columns,  150 
twelve  columns,  245 


I 


Unissued  3tock,  297 
Unpaid  subscriptions,  329 
Use  of  columns,  210 


V 

Valuation  of  customers’  accounts,  96 
Valuation  reserves,  97,  110 
Vouchers,  203 
Voucher  checks,  203 
Voucher  register,  202 
advantages  of,  205 
disadvantages  of,  205 
form  of,  204 
posting  of,  205 
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